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Skyrocketing upkeep costs were throwing 
Mr. Higby’s budget out of kilter. Floor 
care alone took $60,000 in wax and work 
each year. Yet floors looked poorly . . . and 
were always slick. Accidents, and their 
costs, added to his mounting troubles. 





Is there an “out? Mr. Higby found the answer in 
the interesting Legge book. It told of “sacred cows” in 
floor upkeep ...and how they ran up costs. His was 


there, too—old-fashioned maintenance methods. 


FREE! THIS BOOK MAY ANSWER YOUR 
$64 QUESTION 


Maintaining floors often costs more than you suspect. If you're 
spending too much, out-dated “sacred cows” and “hidden” items 
are probably to blame. How to spot them and avoid them is the 
theme of our booklet, “Mr. Higby Learned about Floor Safety 
the Hard Way.” 

This revealing book also tells how a Legge floor technician 
tailors a modern program to your 
needs that gives bright-looking, 
Non-Slip floors at savings up to 
50%. 
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How to save $19,000 It was easy once out-dated 
ideas were routed out. A Legge expert developed a 
scientific floor program that gave bright-looking, Non 
Slip floors. Costly accidents stopped. And costs per year 
tumbled $19,000. 





A 10-minute reading 
of this book may show 
you how to save much. 
So send for it, without 
obligation. Clip the 
coupon to your letter- 
head and mail. 


Mr. Higby 
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WALTER G. LEGGE CO., INC 

11 West 42nd St., New York 18, N.Y | 
360 N. Michigan Ave., Chicago 1, ill. | 
Gentlemen: 

Please send me your free book, “Mr 
Higby Leorned About Floor Sofety the 
Hord Woy.” 





Signed 
Title 
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The Importance of JETS in Gas Burners 


& outstanding point which distinguishes Barber Burners is their patented jet designs. For 
certain units (including most conversion and water heater burners) the famous standard Bar- 
ber jet, with unique auxiliary air feed, operating on atmospheric pressure, produces the hot- 
test, best directed flame, and the highest combustion available. On burners for other appli- 
ances, and those designed to burn Butane and Propane, or any of the special or bottled 
gases, we furnish slotted cap, or other special jets—always supplying the correct jet for the 
fuel and specific application involved. We also make adjustable valve jets for laboratory 
and industrial purposes. 


The engineering care which Barber devotes to the design of jefs shows the expert knowledge 
with which we approach your individual burner problem. We make scores of types of units, 
hundreds of variations in size and shape, for every purpose. A third of a century of ser- 
vice to hundreds of gas appliance builders proves the merit of Barber engineering. Let our 
specialists work with you to. perfect the burner, which is the heart of any gas appliance you 
make, sponsor, or sell. 


Send for latest Catalog on Appliance and Conversion Burners, and Pressure Regulators. 


THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


BARBER BURNERS 
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NORWALK Products are Stocked 
at 12 Factory Branches 








@ San Francisco @ Pittsburgh 
@ Los Angeles @ Washington 
@ Minneapolis Philadelphia 
e Chicago New York 
Detroit Albany 
Cleveland : Boston 


Service Shops in Other Cities % Factory at South Norwalk 





wes you need some quality control equipment in a hurry, call 
on your nearest Norwalk Valve branch. There’s a good chance 
that what you want is in stock. These convenient stocks of Norwalk 
products at 12 branches keep your installation crews working with- 
out interruption. 


Quality, workmanship and sound engineering are other good reasons 
why Norwalk leads in gas control equipment. You'll find qualified 
gas men at all 12 branches. 


If your problem has to do with the proper control and regulation 
of gas, let Norwalk give you the benefit of its years of service to the 
Gas industry. We've been at it since 1878. 











NORWALK VALVE COMPANY 


South Norwalk, Conn. 


SOLE MANUFACTURERS 
NORWALK CONNELLY 








VALVES e@ REGULATORS ; ERN‘ S GOVERNORS e VALVES e 


GAUGES @ MERCURY 
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pr of the older and poorer jokes— 
of the class that killed vaudeville— 
had to do with the shiftless character who 
refused to take a job because the pro- 
spective boss offered to pay him only 
what he was worth. The tag line used to 
run something like “I wouldn’t work for 
that money.” 


THE situation which confronts regula- 
lation of public utilities in the United 
States today is somewhat the reverse of 
this antique gag. Federal and state com- 
missioners—men whose knowledge and 
training are expected to be at least on 
the level of college graduates or the equiv- 
alent thereof in practical experience— 
are being asked by our Federal and state 
governments to continue their respon- 
sible duties of office at salaries which 
sometimes fall below the salary expec- 
tation of an unskilled mechanic. How 
can we reasonably expect to attract to 
such office of high authority the ap- 
propriate caliber of membership on such 


meager compensation ? 


x 


THE real trouble, of course, is that 
regulation is an intangible thing. When 
we have a job of plastering to be done we 
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know that we have to pay a pretty good 
sum these days to get a skilled plasterer 
to do it for us. The same thing goes for 
bricklaying, electrical work, plumbing, 
and other construction trades. But the 
task of regulation, although infinitely 
more important as far as the end result 
is concerned, is intangible, thus inviting 
parsimony at the hands of political budg- 
eters who dearly love to skimp in places 
where it would not be noticed, 


| grange undermanned and under- 
staffed, could probably go on for 
years on the momentum given it by the 
fine record Federal and state commis- 
sions have made for themselves to date. 
But when the collapse comes, as it inevi- 
tably would, it would be total and com- 
plete, like the proverbial one-horse shay. 


THE greatest immediate sufferers from 
such a catastrophe would be the public 
industries themselves. This is because any 
collapse of commission regulation, for 
any reason whatever, could only result in 
the alternative of public ownership. It is 
inconceivable that the public would ever 
stand for turning back the clock and al- 
lowing private companies to continue to 
render public service without the super- 
vision of public regulation. The public 
itself would also suffer in many ways— 
from the loss of private enterprise in- 
centive which has built our utility service 
into the best in the entire world. It would 
suffer the loss of tax revenues. It would 
suffer the damage of socialistic infiltra- 
tion which has rotted away private enter- 
prise, partially or completely, in so many 
foreign countries with their varying de- 
grees of state Socialism. 


STRANGELY enough, we have no evi 
dence that the quality of regulation has 
actually suffered, as yet, from this sys- 
tematic policy of chiseling which has 
made the commissioner’ the “forgotten 
man” of regulation. The commissions 
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P. LANT EFFICIENCY often bogs a 


down at doorways without letting 
you know it. Costs pile up while 
vehicles wait for doors to be opened. Time and labor is lost when busy em- 
ployees open or close doors. Heating and air-conditioning costs soar when doors 
aren’t closed promptly. 

You can put a quick stop to these profit leaks by installing KINNEAR Motor 
Operated Rolling Doors. With a touch of a button, you raise or lower these 
doors at a second’s notice—from any number of convenient points. They open 
straight upward and coil compactly above the lintel; all floor and wall space is 
fully usable at all times. The opened doors stay overhead, safe from damage by 
wind or vehicles. Their rugged, all- 
steel construction assures longer 
wear, lower maintenance, extra pro- 
tection against fire, theft, and storm 
damage. 

Keep door efficiency in step with 
the rest of your plant; call your 
KINNEAR representative, or write 
us today, for full information on 
Kinnear Rolling Doors. 

Manually operated KiNNEAR Rolling 
Doors also available. 


Saving Ways in Doorways 


KINNEAR 






Factories: 
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2060-80 Fields Ave., Columbus 16, Ohio 
1742 Yosemite Ave., San Francisco 24, Cal. 


Offices and Agents in Principal Cities 
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JAMES H. CELLARS 


have always attracted and continue to at- 
tract men of such high stature as to amaze 
the casual observer who compares the re- 
sults obtained with the money paid out 
for it. A study made by this publication 
some years ago revealed that out of a 
total of 164 state utility commissioners, 
79, or nearly half, were lawyers, 24 were 
general businessmen, 13 were engineers, 
and the balance showed a wide scattering 
of learned professions, including ac- 
countants, teachers, journalists, and so 
forth. 


THE decisions of the regulatory com- 
missions constitute the real pudding of 
regulation. The proportion which has 
been upheld in the higher courts ; the high 
confidence which the courts, the public, 
and the investors alike, have come to place 
in the so-called expert regulation of util- 
ity industries—all bespeak its success 
far more effectively than any arguments 
or editorials could probably do. 


uT there is danger of riding the free 
horse—or almost free horse—to 


death. During the past year alone we . 


have witnessed a disturbing degree of 
turnover in our Federal commissions. 
We cannot and should not expect these 
loyal public servants to go on, year after 
year, producing an intelligent and up-to- 
the-minute brand of regulation on 
salaries which were set up many years 
ago, before there was any thought of the 
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present-day skyscraping cost of living. 
Doubtless a similar turnover is being ex- 
perienced in the states. The wonder is 
that so many competent men-have sacri- 
ficed themselves to stay on their jobs so 
long. We realize this when we see the 
same faithful names appearing perennial- 
ly in the roster of our regulatory tri- 
bunals. It is a tribute to their devotion 
to public service which certainly demands 
a better reward than we, as a people, are 
giving to them. 


IN this issue we are pleased to present 
a powerful exposition of this subject 
from a member of the 80th Congress, who 
to some extent is in a position to do some- 
thing about it. He is REPRESENTATIVE 
Joun W. HeEseEvton, of the first congres- 
sional district of Massachusetts, a mem- 
ber of the important House Interstate 
and Foreign Commerce Committee, 
which has jurisdiction over legislation 
affecting the Federal regulatory commis- 
sions. Born in 1900 in Gardiner, Maine, 
this author graduated from Amherst Col- 
lege and Harvard Law School. After 
Army service in World War I, Con- 
GRESSMAN HESELTON practiced law in 
Deerfield, Massachusetts, and entered 
public service successively as selectman, 
district attorney, and finally Congress- 
man upon his election to the 79th Con- 
gress. 


*x* * * * 


AMES H, CELLARS, whose article on 

the effect of Federal hydro dam con- 
struction on the fishing industry in the 
Northwest appears on page 417, is public 
relations counsel of the Columbia Basin 
Fisheries Development Association. He 
was’ born in Portland, Oregon, and 
graduated from the University of Ore- 
gon (AB). He served in World War I, 
spent twenty-six years in the newspaper 
business, and for the last eleven years 
has been connected with the fishing in- 
dustry. 


THE next number of this magazine 
will be out April 8th. 


* Coe 
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CUSTOMER HISTORY RECORD 


Vel..cs a development in Record Control of utmost impor- 
tance to all public utilities. This combination record may be used 
separately or as part of the complete, coordinated system. In a 
single compact form it replaces the following eighteen separate rec- 
ords many of which you may now find it necessary to maintain! 
1. Service Applications 10. Accounts Guaranteed 

2, Alphabetic Index 11. Deposit Ledger : 

3. Inactive Account Ledger 12. Deposit Interest Payments 

4. Bad Debt Record 13. Delinquent Accounts 

5. Record of N S F. Checks 14. Appliances Repossessed 

6. By-passing of service 15. Cut-offs for Nonpayment 

7. Unearned Discounts Allowed 16. Locations Served 

8. Merchandise Sales 17. Special Credit Authorizations 
9. Guarantors’ Agreements 18. Special Customer Information 


In addition to streamlining your record keeping, the CUSTOMER 
HISTORY RECORD gives the Contact Clerk the correct answer 
to the following questions: /s a new deposit necessary? Is the 
present balance adequate? What is the’ customer's business con- 
nection? Have previous bills been paid? Who authorized any 
special arrangements? What has the previous collection experi- 
ence been? 

Approving credit oa new applications, granting an extension on 
delinquent bills or deciding whether to cut off service for non- 
payment is a matter of seconds. 


Get full details on this record and on the complete coordinated 
system of Centralized Customer Contacts and Records. Installa- 
tion, accomplished by our experts without interrupting your 
routines, pays handsomely — in goodwill resulting from better 
service and in lower operating costs. Write: Public Utilities Sys- 
tems Department, 315 Fourth Avenue, New York 10, N.Y. 


> 
RR 
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THE RIDDLE OF “NET INVESTMENT” 


Have statutory features of the Federal Power Act regarding 
net investment become obsolete or misfitting as to their con- . 
ception or interpretation? Marshall Leighton, well-known Wash- 
ington, D. C., engineer, raises some old questions in a challeng- 
ing new manner when he suggests that simply because certain 
controversy has become quiescent—as a result of the weariness 
of combatancy—the problems still remain unsolved. 


WILL HYDRO CROSS THE DELAWARE? 


A description of a proposal for certain development of one 
of the nation's most historical waterways—and the difficulties 
which confront such a program. This article is the product of 
an experienced staff writer of one of our great metropolitan 
daily newspapers, J. Louis Donnelly of New York city. 


THE TAFT-HARTLEY LAW AND THE UTILITY 
SUPERVISORS 

As we go into the election campaign season the controver- 
sial Taft-Hartley Act promises to become one of the most burn- 
ing issues. Is it really ‘a slave law," ''a slave labor act," or is it 
"A Magna Charta for both labor and industry"? Alfred M. 
Cooper, veteran expert and author on management-labor rela- 
tions, analyzes this Federal statute from the particular stand- 
point of the public utility supervisor. 


PROBING PUBLIC OPINION BEFORE ADVERTISING 


What lessons can utility companies draw from a public opinion 
survey? Here are some thoughts based on actual experience with- 
in the knowledge of this author, Robert W. Pratt, well-known 
opinion research consultant. An appraisal of the use and value 
of this technique in its relation to public utility company adver- 
tising programs. 





A | SO .. « Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, review, Washington gossip, 
and other features of interest to public utility regulators, compaales, 
executives, employees, investors, and others. 
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TURN RUST LOSSES INTO DIVIDENDS 


THIS BOOK TELLS 
YOU HOW 


PUST- ones 


CORROSION 
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“There never was in the world two opinions alike.” 


Howarp E. Bioop 
Vice president, Borg-Warner 
Corporation. 


GRAHAM PATTERSON 
Publisher, Pathfinder News 
Magazine. 


Henry H. HEIMANN: 
Chief, National Association of 
Credit Men. 


Rosert P. BoyLan 


Chairman of the board of gover- . 


nors, New York Stock 
Exchange. 


ALBERT W. HAWKES 
U. S. Senator from New Jersey. 


EprroriAL STATEMENT 
New York Herald Tribune. 


BenyJAMIN H. NAMM 
Former president, National Retail 
Dry Goods Association. 


EprroriaL STATEMENT 
Delaware State News. 


Cart F, Dietz 
President, Lamson Corporation. 


O. Gren SAXon 
Professor of economics, Yale 
University. 
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“We do not need more government controls,. but should 
avcid them like poison,” 
ca 
“No government, even a dictatorship, has been able to 
interfere with or change basic economic laws.” 


* 


“If we as a nation are to remain solvent, we must re- 
strain and limit the cost of our peacetime centralized 
government.” 

a 

“The basic need today is the removal of incompetent 
hands from all streams of decent business. This is the 
problem facing us.” 


* 


“Don’t be afraid to defend free enterprise—which is 
the right of every man to run his business without’ gov- 
ernment domination.” 

oo 

“Strikes of public employees should, of course, be 
banned and strikers should be subject to fines and punish- 
ment that deter such action.” 


> 


“Public opinion polls clearly show that many years of 
antibusiness propaganda, most of which has been un- 
answered, has had telling effect.” 


. 


“If a nation values anything more than freedom, it will 
lose its freedom; and the irony of it is that if it is com- 
fort or money that it values more, it will lose that too.” 


a2 


“Unless governmental fiscal policies are handled cor- 
rectly, and unless American savings are encouraged, forces 
will be brought into play which will imperil the American 
economic system.” 

& 

“Unlimited increase in income taxes either on the state 
or Federal level is the direct route to Communism. With- 
out constitutional limitations income taxes can easily be- 
come confiscatory.” 


12 
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For dependable power and performance 


you can always trust EXIDE BATTERIES 


In central stations and sub-stations 
throughout the country thousands of 
Exide Batteries are ready to respond 
instantly to every power demand. They 
are being used for control bus and 
switchgear operation, emergency light- 
ing, many other storage battery tasks. 
Whatever the job, you can always 
trust Exide Batteries for peak perform- 
ance and maximum battery economy. 


Exide Batteries have earned the 
confidence of engineers everywhere. 
Their widespread use is proof of their 


dependability, long life and ease of 
maintenance. 


Whatever your storage battery 
problems may be, Exide engineers will 
be glad to help you solve them. 


Exide 


BATTERIES 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 32 
Exide Batteries of Canada, Limited, Toronto 
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14 REMARKABLE REMARKS—( Continued) 


J. W. BERLANGER 
Manager, turbine divisions, General 
Electric Company. 


Davin E, LirieNTHAL 
Chairman, Atomic Energy 
Commission. 


Georce E, Sokotsky 
Columnist. 


FRANK RISING 
General manager, Automotive & 
Aviation Parts Manufacturers, 
Ine. 


-Witt1Am Henry CHAMBERLIN 
AWW riting in The Wall Street 
Journal. 


Cotiier W. Barirp 
Resident, Basking Ridge, 
New Jersey. 


Wa ter S. Grrrorp 
Chairman, American Telephone and 
Telegraph Company (presenting 
annual reports), 


Donan D. Conn 
Executive vice president, Trans- 
portation Association of 
America. 
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“It will take five years before production of steam 
turbines equals the demand for them. Then continuing 
growth and obsolescence will require still more turbine 
production at a high rate.” 

* 


“Science is only what we make of it. Unless you handle 
the issues of science and human relations well, you need 
not worry about the scorn of future generations. There 
may not be any future generations.” 


* 


“Whoever talks about increased production and in- 
creased taxation, produces an unreal paradox. Give the 
American people a chance to use their own earnings and 
they will expand as they always have in the past.” 


* 


“It seems to me that we should remind our government 
people, sharply and with justified anger, that they are 
paid to perform. If they can’t perform, or won't, let them 
get out of there and try their luck at some other trade.” 


al 


“. . in an economy that derives most of its motive 
power from private interest and private enterprise, a con- 
siderable accumulation of capital from private savings 
for investment in new and reéquipped factories, power 
plants, railways, and other producive installations is essen- 
tial if stagnation is not to set in.” 


- 


“What I can’t understand is why no one so far on the 
radio or in the press has mentioned the, to me, obvious 
fact that if income taxes were raised for corporations, as 
per the President’s proposal, every public utility commis- 
sion and the ICC would be compelled to raise rates in 
order that the utilities obtain the ‘fair return’ required 
by law. Or am I nuts?” 


* 


“The board of directors of the American Telephone 
and Telegraph Company presents herewith the manage- 
ment’s accounting of its stewardship for the year 1947 for 
the information of stockholders, employees, telephone 
users, and the entire American people who have entrusted 
to private enterprise the responsibility for carrying on 
this essential national service.” 


¥ 


“If government ownership [of railroads] comes, it will 
be because of the default of the leaders of the enterprise 
system, Such a catastrophe would open the door for state 
Socialism in the United States. It would mean 10,000,000 
voters on the Federal payroll, public dictation of rates, 
and control over the largest unit of domestic buying 
power by an untrained and wasteful bureaucracy.” 
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tore Modernization Caravan 


Pittsburghs 


exemplifying the new trend in store design and modern lighting techniques 


NOVEL exhibition-on-wheels, the Pitts- 

burgh Store Modernization Caravan is of 
interest to everyone having anything to do with 
retailing. Employing two truck-driven 26-foot 
trailers, it is a practical as well as an exciting 
show. 

Here is a twelve-unit exhibit (each trailer 
holds six models) which demonstrates through 
“true-to-life” scale models, the latest advances 
in store front and interior designs, and in mod- 
ern lighting techniques. Designed by a na- 


tionally-known authority, the lamps and fix- 
tures are accurately proportioned to duplicate 
in miniature the actual conditions met in store 
illumination. This Pittsburgh Store Moderni- 
zation Caravan shows how present structures, 
as well as new buildings, can become even more 
effective through proper lighting and proper 
design. 

Make sure that you visit the Pittsburgh Store 
Modernization Caravan when it reaches your 
city. Watch for its coming. 


TWELVE SCALE-MODELS 
of distinctive store de- 

i signs, like the one illus- 
trated here, comprise the 
Pittsburgh Caravan. Each 
model is complete in 
every detail and simulates 
actual store conditions. 
Store exteriors, windows, 
interior arrangements, 
and lighting are accurately 
reproduced. 








ae 
“PITTSBURGH 


STORE FRONTS AND INTERIORS 


lp PAINTS « GLASS * CHEMICALS * BRUSHES * PLASTICS 


Preuss S$ tae G an oe oe GLAS — OMPAWN Y 
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Recent C-E Steam Generating 


COMBUSTION S, 


C-E PRODUCTS INCLUDE ALL TYPES OF BONERS, FORMACES, PULVERIZED FUEL SYSTEMS AND STOERS; ALSO SUPERNEATERS, ECONOMIZERS AND AIR HEATERS 
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Units for Utilities... 


TRENTON CHANNEL POWER STATION 


THE DETROIT EDISON COMPANY 


HE C-E Unit illustrated here is one of four such 
| pak the first of which is now in the process of 
fabrication, for the Trenton Channel Power Plant of 
The Detroit Edison Company, Detroit, Michigan. 

Each of these units is designed to produce at maxi- 
mum continuous capacity 660,000 lb of steam per hr 
at 1380 psi and 950 F. 

The units are of the 3-drum type with 3-stage super- 
heaters and have integral, finned tube economizers in 
the rear pass. Regenerative type air heaters follow the 
economizer surface. The furnaces are fully water 
cooled, using closely spaced plain tubes. They are of the 
basket-bottom type, discharging to a sluicing hopper. 

Pulverized coal firing is employed, the new units 
being served by an extension of the existing storage 
system through C-E Type R Feeders and Vertically- 
Adjustable, Tangential Burners. These burners, in 
conjunction with Montaup type bypass dampers, assure 
accurate regulation of superheat temperatures. 
Arrangements are provided for the use of oil fuel 
when and if required. B-199A 


o 
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how to plan 


rate structures that attract 


new capital 
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To provide adequate earnings in the face of oa 


@ increased operating expenses 








@ crowing plant investment Witt higher new 
money costs 


expanding and changing oe 
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From Meter Reading 
To 
Bill Collection 


IBM Accounting Machines handle all 

(ustomer accounting automatically. Using 

IBM cards as the basic record, meter readers 

indicate present readings by pencil marks. 

These marks are translated electronically 

into punched holes, and all subsequent 
venue, billing, accounts receivable, 

ind collection statement operations 

performed automatically. 


The inherent flexibility of Electric 
bunched Card Accounting makes 





tility accounting program. 

An IBM representative will be glad to 
iscuss further this method of 
complishing all customer accounting 
ickly, accurately, and economically. 





ELECTRIC PUNCHED CARD ACCOUNTING MACHINES 


PROOF MACHINES... SERVICE BUREAUS... ELECTRIC TYPEWRITERS... 
TIME RECORDERS AND ELECTRIC TIME SYSTEMS 








al Business Machines Corporation, World Headquarters Building, 590 Madison Avenue, New York 22, N. Y. 
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No other electric 
range offers so many 
features that mean 
Satisfied customers 


on your | 
power lines 


@ Only Presteline offers your customers 
a choice of four different top 
arrangements—including the child- 
protecting Safety Top shown here. 


®@ Only Presteline offers the largest oven 
of any nationally-advertised electric 
range. Saves time and work by 
cooking larger meals in one operation. 


@ Only Presteline has the Broil-R-Roaster 
with 3-position rack for all-over heat 
penetration that assures perfectly 
roasted and broiled meats. 


® Only Presteline gives a storage 
compartment so large—plenty of room 


heo 


for all the pots and pans a housewife 
uses in meal preparation. Plus 
handy rack for other kitchen tools. 


@ Only Presteline offers Automatic Presto 
Deepwell-Pressure Cooker and 
Wel-Com-Up that provides fourth 
surface cooking unit. Optional. 


®@ Only Presteline combines so many 
wanted features, such as automatic 
cooking at 3 points, 7-speed ThermOrod* 
surface units, push-button oven 
pre-heating, super-speed oven 
elements, all-welded wrap-around steel 
construction. 


ELECTRIC RANGES AND WATER HEATERS 
Products of PRESSED STEEL CAR COMPANY, INC., Since 1899 Makers of Fine Steel Products 
Domestic Appliance Division, 666 Lake Shore Drive, Chicago 11, Illinois 


#T. M. Reg. U. S. Pat. Off. Applied 
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ONLY DODGE OFFERS 
YOU ALL THESE NEW 





\ 


EASIER HANDLING BECAUSE OF NEW CHASSIS DESIGN 


You can turn these new “‘Job-Rated” trucks much easier, too. You can turn at a full 37- 
much smaller circles—and steering is degree angle, both right and left, regardless 
- —_ of tire size. This is due to a new type of 

we fearing, combination with shorter wheel- 

ith shorter wheelbases, Dodge gives 

standard cab-to-axle dimensions to accom- 

modate standard-size bodies . . . and even 

longer cabs. Front axles have been moved 

back and engines forward, placing more of 

the engine and cab weight on the front axle. 

You get much better weight distribution. 


/ ALL-WEATHER VENTILATION 

--»-MORE COMFORT 
Year-’round comfort is assured by a com- 
bination of fresh air intake, hot water 
truck heater, defroster tubes, vent win- 
dows, and cowl ventilator. New weight 
distribution, wider tread front axles, and 
adjustable “‘Air-O-Ride” seats produce 
a wonderful new “‘cushioned ride.” 


3 IN ALL—248 BASIC “Job-Rated’’ MODELS 


Pe E Wee ae” unit of every Dodge truck, from engine to rear 
is “‘Job-Rated’”’ for economy, performance, and 


D on GS i long life. You save money with a truck that fits your 
job! 248 different basic chassis and body models, — 

“ 4 neered for gross vehicle weights up to 23,000 poun 

PLA and gross train weights up to 40,000 pounds. 


UT Soa... and only Dodge builds" Job-Rated trucks! 





i This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 








Public Utilities Fortnightly 


March 25, 1948 Marc 










Price 


$43.50 


PUBLIC UTILITIES 
REPORTS 


The national reporting service, 
containing authentic decisions 
of commissions and. courts , 
dealing with the problems of 
utility regulation. Five vol. 
umes a year—$7.50 each. 
Annual Index—$6. 


PUBLICATIONS AND 


Essential to those interested in the public utility 
industries, their regulation and allied topics, 


PUBLIC UTILITIES 
Fortnightly 


A magazine of current opinion 
and news, conducted as an 
open forum and containing 
discussions of firing-line prob- 
lems; also summaries, ancly- 
ses and explanations of day- 
to-day developments. 


_—— 


—_ 


SERVICES 





Twenty-Six 
Issues @ Yeor 














$162.50 


Cumulative 


DIGEST 


The only complete and authorita- 
tive encyclopedia of Public Service 
law and Regulation. 


A life-time 


With Current Digest.; kept up-to-date by annual 
Pocket Parts supplements. 








P.U.R. EXECUTIVE 
Information 
Service 
A Weekly Letter from the Na- 
tion’s Capital, highlighting im- 
portant happenings, trends and 


policies. Reading time: 20 
minutes. 





$12.50 
Quarterly 











$25. Qvarterly 


SEC 


A brief and pointed digest of 
the administrative rulings of the 
Securities and Exchange Com- 
mission under the Public Utility 
Holding Company Act. Issved 
twice each month. 





c 


FEDERAL UTILITY REGULATION ANNOTATED 
Current Services 


FPC 


A brief and pointed digest of 
the cdministrative rulings of 
the Federt! Power Commission 
under the Federal Power Act 
and the Notural Gas Act. Is- 
sved once each month. 














Price: $12 


VOL. 1 (SEC) 


A comp tion of the 
Public Utility Holding Company 
Act, with the Commission's rules 
and regulations, full index and 
periodical upkeep supplements. 





FEDERAL UTILITY REGULATION ANNOTATED 


VOL. 2 (FPC) 


A comp of the 
Federal Power Act and the Na- 
tural Gas Act, with the Com- 
mission's rules and regulations, 
full index and periodical up- 
keep supplements. 









price: $15.50 








_ P.ULR. 
Question Sheets 
Twenty-Six Issues Annually $10 





sions and courts. 


utility regulation. 


Ten brief questions on up-to-date 
problems, answered by the commis- 
An easy way fora 
busy mon to keep informed on current 








Send for our catalogue describing these and other publications 
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MUNSEY BUILDING 
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WASHINGTON 4, D. C. 








March 25, 1948 Public Utilities Fortnightly 


THEY NEVER LET YOU DOWN IN THE PINCHES... 


...and it’s easy to see why. Their compact full crawler wheel-type 

design, rugged all-welded unit-type construction and wide range of 

digging and travel speeds assure fast work and dependable day- 

after-day performance with a minimum of down-time. Records of 

thousands of jobs, pipe line, drain tile and conduit, in all sorts of 

soil and over all kinds of terrain have proved conclusively that 

s CLEVELANDS have the stamina and power to take the toughest 

ia’ SS » going and meet and beat schedules at rock bottom costs. 
= ‘a 


iw 5 
“ Py) TRADE MARK 
SX 


THE CLEVELAND TRENCHER CO. 


20100 ST. CLAIR AVENUE © CLEVELAND 17, OHIO 
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“"TL3 aA ~ ¢fe —when an 
INTERNATIONAL Crawler 


lays your Water Main Extensions 


This water main extension job is a 
“pipe” because of International power! 
Here, an International TD-9 Diesel 
Crawler, equipped with a matched side- 
boom, carries and holds for welding an 
8-inch, double-coated water main for a 
20-mile installation. Later it will assist 
in lowering the pipe into the trench. 
Contractors who use Internationals 
know that here is power that meets their 
needs completely, power that’s balanced 


to tract6ér weight and size—a crawler 
that stands up and delivers under the 
most punishing work. 

For tractors and equipment required in 
your operations, consult the International 
Industrial Power Distributor in or near 
your community. 


Industrial Power Division 
INTERNATIONAL HARVESTER COMPANY 
180 North Michigan Avenue Chicago 1, Illinois 
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INTERNATIONAL POWER 


CRAWLER AND WHEEL TRACTORS «+ DIESEL ENGINES «+ POWER UNITS 
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4 Institute of Radio Engineers ends annual convention New York, Y., 194 
{ Midwest Gas Association will hold annual meeting, Minneapolis, 7 te a. c= 10, 1948. 














qT Gates Panga Institute, Midcontinent District, ends spring meeting, Wichita, 
can., 1948. 





q a te Electric Exchange will hold annual conference at Boca Raton, Fla., Apr. 
—10, 1948. 





{ United States Independent Telephone Association will hold executwes’ conference, Chi- 
cago, Iil., Apr. 12, 13, 1948. 





{ American Institute of Electrical Engineers begins conference on electron tubes for instru- 
mentation and industrial use, Phila elphia, Pa., 1948. 





4 American Gas Association, Residential Gas Section, begins Midwest regional gas sales 
conference, Chicago, Iil., 1948. 








] Nebraska Telephone Association ends convention, Omaha, Neb., 
Indiana Gas Association will hold convention, French Lick, Ind., pts 22, 23, 1948. 


@ APRIL 2 


q American Water Works Association, New York Section, begins meeting, New € 
York, N. Y., 1948. 

















] Southeastern Electric Exchange ends accounting conference, Atlanta, Ga., 1948. 
Illinois Telephone Association will hold convention, Peoria, Ill., Apr. 28, 29, 1948. 





9 American Institute of Electrical Engineers, Great Lakes District, ends meeting, Des 
Moines, Iowa, 1948. 





{ American Water Works Association, Arizona Section, ends meeting, Phoenix, Ariz., 1948. 





1 Gas Appliance Manufacturers Association begins annual meeting, Chicago, Ill., 1948. 





{ Edison Electric Institute begins annual sales conference, Chicago, Iil., 1948. 





{ American Gas Association, F.- yoaaad and Commercial Gas Section, begins sales con- 
ference, Windsor, Canada, 
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The Care and Feeding of 
Regulatory Commissions 


Is public utility regulation worth its keep? Is there no lesson 

to be learned from the continuous turnover of membership 

in Federal and state commissions? A strong plea for fair treat- 
ment of these valuable public servants. 


By THE HONORABLE JOHN W. HESELTON* 
U. S, REPRESENTATIVE FROM MASSACHUSETTS 


of an important Federal regu- 

latory agency appeared before 
our congressional committee to give 
his views concerning a certain problem 
in which both the committee and his 
agency were interested. At the conclu- 
sion of this phase of his testimony, the 
official was questioned about the resig- 
nation of a certain other official, which 
was in the headlines that day. 
_ Could the President replace the offi- 


*Member, Interstate and Foreign Com- 
merce Committee of House of Representa- 
tives; for additional personal note, see “Pages 


N° long ago, the administrator 


» with the Editors.” 
399 


cial at the salary the post paid? When 
one of my colleagues asked this ques- 
tion, the administrator on the witness 
stand answered along these lines: 

“It is true that many competent 
men say they cannot serve in top posts 
at the salaries paid by our agency and 
other agencies. In many instances, 
particularly where acceptance of the 
public post would entail a decrease in 
salary, this undoubtedly is the case, On 
the other hand, there are concomitant 
benefits that accrue to every adminis- 
trator, or top-flight official, in a gov- 
ernment agency that make such posts 
MAR. 25, 1948 
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worth far more intrinsically than the 
pay involved. 

“One who is called upon to serve in 
an important government post should 
realize that ‘man does not live by bread 
alone.’ The opportunity to learn far 
more about a particular industry, to 
mingle with the great and near-great 
in his own field and in the field of 
government, to obtain a background 
that qualifies him for a far more 
lucrative post in private fields in the 
future—these represent the little-con- 
sidered extra rewards of Federal 
service.” 


I WAS surprised and pleased when I 

heard this government adminis- 
trator express such sentiments. I per- 
sonally congratulated him for making 
a fine statement. You can imagine my 
chagrin, when, about a month later, I 
read in the newspapers that this same 
administrator had resigned his Federal 
post! 

In resigning, he wrote to President 
Truman as follows: 

“My case is not unique but rather 
the rule with those in government 
service in administrative positions who 
do not possess independent wealth. . . . 
Possibly such an apparent prerequisite 
for continuing government service is 
not consistent with a correct concept 
of our democratic ideals. . . .” 

Actually, there was not as much in- 
consistency between what this admin- 
istrator had told us Congressmen in 
our committee and his subsequent res- 
ignation as there would appear to be 
at first blush. This particular admin- 
istrator had served the government 
faithfully for more than ten years and 
was on the verge of resigning to make 
additional money at the very time he 
MAR. 25, 1948 


talked to our committee. He had 
learned by experience that there are 
other rewards to Federal service be- 
sides the immediate compensation— 
and, in fact, he had chosen to accept 
one of those rewards. The position he 
accepted, on leaving his Federal post, 
pays twice as much as his Federal job 
paid. 

The number of administrators leav- 
ing their top-bracket Federal jobs for 
private employment has been increas- 
ing lately. It has been increasing in 
every postwar year and, like the cost of 
living, has gone up as regularly as the 
months have passed. Two years ago, 
Congress was faced with the problem 
of legislating adequate pay for its own 
members. This action came after 
many able and experienced men had 
found it simply impossible to serve full 
time in Washington and to do justice 
financially to their own families. 


N I believe, Congress must 
consider the problem of legislat- 
ing adequate pay for the top person- 
nel the government must have if the 


Federal establishment, particularly 
with reference to the regulation of 
public utilities and many other related 
industries, is to function efficiently. As 
we shall see, money is not the only 
consideration and Congress is not the 
only body that can help make Federal 
service more attractive. But the salary 
is important and Congress does have 
a job to do. 

In the space of only a few months, 
we have seen on the front pages of our 
newspapers many stories of men who 
lift high posts in the various regula- 
tory agencies of the Federal govern- 
ment. 

E. K. Jett, ex-Naval officer and a 
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splendid radio technician, left the Fed- 
eral Communications Commission to 
become vice president of the Baltimore 
(Maryland) Sun at $25,000 a year. 
Just about every informed citizen— 
whether representing labor, manage- 
ment, the government, or John Q. 
Public—had cause to regret Mr. Jett’s 
resignation. Answer was he just could 
not get along in Washington today on 
$10,000 a year—and maintain the 
standard of living expected of top 
membership in one of our most im- 
portant Federal regulatory agencies. 


—— youthful Charles R. 
Denny, a career lawyer of the 
highest caliber in the field of radio and 
communications, resigned as chairman 
of the Federal Communications Com- 
mission to become counsel for the Na- 
tional Broadcasting Company at a 
salary reportedly near $50,000 a year. 
Like Jett, Denny had won compliments 
from all quarters on his ability to keep 
the controversial FCC running on a 
fairly even keel. 

Denny, incidentally, is only one of 
the last three chairmen of the FCC who 
failed to serve out his term of office. 
Representative Taber (Republican of 
New York), chairman of the House 
Appropriations Committee, recently 
called attention to the fact that these 


three former chairmen of the FCC, 
Messrs. Fly, Porter, and Denny, all 
failed to complete their terms, yet are 
now practicing law before the commis- 
sion “with which they are supposed to 
have great influence.” It does raise a 
natural question in the minds of Con- 
gressmen to see any of these quasi 
judicial officers, or important members 
of their staffs, quit their job with the 
government one day, and show up as a 
practitioner pleading cases before the 
same tribunal almost the next day. Yet, 
is it not only lawful but human for 
these public servants to look for their 
livelihood to the field of specialized 
practice for which their experience best 
fits them ? 


W: cannot expect these men to sit 
around and do nothing for six 
months or a year without business or 
income, just to satisfy some abstract 
principle of good taste in resuming 
private practice after severing their 
relations with the government. The 
Federal Power Commission for years 
has had some such rule of practice of 
doubtful effectiveness. Wouldn’t the 
better plan be to pay these men well 
enough to keep them on the job—to 
have the same public service which 
trained them reap the fruits of their 
matured experience? Regulatory com- 


e 


Federal jobs for private employment has been increasing 


q “THE number of administrators leaving their top-bracket 


lately. It has been increasing in every postwar year and, like 
the cost of living, has gone up as regularly as the months have 
passed. Two years ago, Congress was faced with the prob- 
lem of legislating adequate pay for its own members. This 
action came after many able and experienced men had found 
it simply impossible to serve full time in Washington and to 
do justice financially to their own families.” 
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petence is a personal thing, after all. 
As that great veteran railroad regula- 
tor, the late Joseph B. Eastman of 
Massachusetts, said in his valedictory 
address, good men can make a much 
better job administering a poor regula- 
tory law than poor regulators could 
make of the best statute ever written. 

The Securities and Exchange Com- 
mission is another most important 
Federal agency to business—especially 
the public utilities—and to the public. 
Certainly the members of this board 
are in a position to do much good or 
much harm to the whole American 
system. Not yet has the SEC had a 
single chairman to serve out a full 
term, although the statutory term of 
office of the chairman of this agency 
is five years. The average time served 
of SEC chairmen has been less than 
two and a half years. Here is the as- 
tonishing record of the SEC chairmen 
in black and white: 


Joseph P. Kennedy—after serving 
one and a half years, this well-known 
financier resigned to become Ambas- 
sador to Great Britain in 1935. 

James M. Landis — after serving 
two years, Landis resigned to become 
dean of the Harvard Law School in 
1937. 

William O. Douglas—after serving 
one and a half years, Douglas resigned 
to become a Justice of the Supreme 
Court in 1939. 

Jerome N. Frank—after two years 
of service, he resigned to enter the 
private practice of law in 1941. 

Edward C. Eicher—after only one 
year as SEC chairman, he resigned to 
become a Federal district judge in 
1942, 

Ganson Purcell — serving for four 
years—the longest of any chairman so 
far—Purcell resigned to take up the 
private practice of law in 1946. 

James J. Caffrey—after two years 
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of service, he resigned to take up the 
private practice of law in early 1948, 


HE turnover in other members of 

the SEC, through the years, has 
been almost as rapid as the turnover 
in chairmen. While it is evident that 
many of the resignations were natural 
enough, in view of the personalities of 
the men chosen and the opportunities 
that arose elsewhere, the underlying 
fact is that the turnover was too rapid 
for balanced and seasoned regulation 
to result. There must be continuity in 
purpose and in administration in any 
government agency, if the public is to 
obtain the necessary benefits from that 
agency, and if business is going to be 
able to make truly long-range plans. 
Such rapid turnover of policy-making 
personnel causes vacillation to creep 
into government administration. It 
undermines the confidence of business 
in the stability of any agency and in the 
very government itself. 

The Civil Aeronautics Board, an- 
other Federal regulatory agency of 
ever-growing importance, lately has 
felt the consequences of a low ceiling 
on the salaries of its members. In 
December, 1947, when Chairman 
James M. Landis was not reappointed 
by President Truman, it quickly be- 
came evident that the President would 
have a difficult time finding a com- 
petent man to fill the post. It was of- 
fered first to one prominent figure and 
then another. Major General Law- 
rence S. Kuter, whose Army pay and 
flight bonus combined give him $15,- 
000 a year, agreed to take the post if 
he could retain his military rank and 
emoluments. The President twice at- 
tempted to get agreement from the 
Senate for this arrangement, but he 
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Combined Value of Commission-regulated Utilities 


€¢ ALL states except Delaware have commissions regulating certain 

of the utility industries. The combined value of these utilities 
in America—telephone and telegraph, electrical, air transport, water 
supply, steam heating, petroleum pipe lines, natural gas, water carriers, 
common and contract truck carriers, motorbuses, street railways, rail- 
roads, and all other utilities—probably exceeds $65 billion.” 





was turned down because most Sena- 
tors did not want to see a precedent of 
having a military man take a civilian 
government post while retaining his 
military ties in toto. But compare this 
pay situation with the New York Pub- 
lic Service Commission, whose mem- 
bers get 50 per cent more than mem- 
bers of the Federal commissions. The 
chairman of that state board has been 
on the job for eighteen years. 


B* the end of January, the Presi- 
dent reputedly had offered the 
post of CAB chairman to no less than 
a dozen persons, including some col- 
lege professors—in vain. The posi- 
tion pays $10,000 a year, but whoever 
takes it probably will be faced with the 
problem of maintaining two residences 
—one in Washington and one in his 
native city, wherever that may be. 
(Since then, one other member of the 
CAB, Harllee Branch, has resigned. ) 

“No one seems to want the most 
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important job the government has to 
offer,” The Washington (D. C.) Post 
commented plaintively. “While un- 
doubtedly there are many reasons for 
the chain of refusals the President has 
encountered in his quest for a new 
chairman of the Civil Aeronautics 
Board, the overriding consideration 
seems to be financial. 

“This was demonstrated dramatical- 
ly ... when George P. Baker declined 
the post. Mr. Baker, who served as a 
member of the Presidential Air Policy 
Commission and is a professor of 
transportation at Harvard, had tenta- 
tively agreed to take the CAB chair- 
manship providing he was allowed to 
retain his teaching connection to sup- 
plement his income. That, of course, 
would have been in conflict with gov- 
ernmental regulations. Hence, the in- 
teresting anomaly of a teacher turning 
down a $10,000 government job be- 
cause he could not afford to accept 
Mise 
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Pycmmery< of course, have been 
aware of this problem for some 
time and an increasing number of them 
are discussing it. On January 26th, 
Representative Edward J. Devitt (Re- 
publican of Minnesota) took to the 
floor of the House of Representatives 
to declare: 

“Almost every week an able admin- 
istrative officer of the government 
quits for the more remunerative field 
of private employment. .. . Mr, (T. 
P.) Wright (who resigned from the 
Civil Aeronautics Administration early 
in January) observed that his case was 
not unique, rather the rule, with those 
in government posts who do not pos- 
sess independent wealth. . . . 

“My observation is that we must do 
something in the field of legislation in 
order to attract and retain able and 
honest government administrators. 
They should come, principally and 
preferably, from the ranks of those 
who do not possess great wealth. Ten 
thousand dollars a year is not commen- 
surate pay for a proven top-flight gov- 
ernment official. 

“To engage an inordinate number 
of independently wealthy persons to 
help administrate our laws is neither 
consonant with our accepted concept 
of democratic ideals nor conducive to 
the most vigorous and disinterested 
execution of those laws. 

“The remedy lies in raising the pay 
of governmental officials. We have 
been penurious employers long enough. 
If we want good government in 
America, we must hire good men at 
good pay to run that government.” 


We has been said here about top 
membership posts with these 
commissions applies, a fortiori, to im- 
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portant top staff officials who receive 
even less. Former counsel of the FPC 
and FCC, now practicing in Washing- 
ton, D. C., before these boards, could 
almost form a specialized bar associa- 
tion all by themselves. 

Nor is this problem of obtaining and 
retaining competent men to hold im- 
portant posts of responsibility in gov- 
ernment regulatory agencies confined 
to the Federal government. The steadi- 
ly rising price level of recent years has 
caused the salaries and fees paid by 
regulatory commissions in state after 
state and in many large cities to become 
inadequate, to put it mildly. This is 
particularly true where full-time serv- 
ice is required. 

All states except Delaware have 
commissions regulating certain of the 
utility industries. The combined value 
of these utilities in America—tele- 
phone and telegraph, electrical, air 
transport, water supply, steam heating, 
petroleum pipe lines, natural gas, water 
carriers, common and contract truck 
carriers, motorbuses, street railways, 
railroads, and all other utilities—prob- 
ably exceeds $65 billion. The cost of 
the utilities regulated in any typical 
state probably is not less than $750,- 
000,000, and would, in many instances, 
exceed one billion dollars, although a 
study of states as to population, natural 
resources, industrial development, and 
other factors would show that no gen- 
eralization on this score would be very 
accurate. 


How it is possible to make 
this generalization : Every state’s 


public utilities are essential to the life 
and well-being of most citizens of the 
state, and, without doubt, worth more 
in actual dollars than any other single 
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type of industry within the state’s 
borders. 

Considering this huge investment, 
let’s take a look at some of the salaries 
paid to the men who regulate these 
huge and vital public utilities. 

A recent authoritative survey re- 
vealed that the compensation of state 
utility commissioners, not counting 
those serving part time, ranges from 
$3,300 in North Dakota to $17,500 for 
the chairman and $16,500 annually for 
the commissioners in New York state. 
In five states, the compensation is $10,- 
000 or more per annum, but in all other 
states it is less than this. Jn eight states, 
the salary of commissioners is less than 
$5,000 per annum. Remember, these 
are full-time jobs! 

The chairman of the Alabama Pub- 
lic Service Commission, an office for 
which applicants must seek popular 
election every four years (undoubtedly 
at some expense!), gets only $5,700 
a year, Members of this commission, 
who also must win an election as often 
as the President of the United States, 
are paid only $5,100 a year. 

In Montana and Tennessee, accord- 
ing to this same authoritative survey, 
the chairman and members of the pub- 
lic utilities commission are elected for 
6-year terms, but they get only $4,000 
a year each. In Idaho, where the chair- 


man and commissioners are appointed 
for 6-year terms, the pay is only $3,600 
annually ! 


B dvn latest report of the public serv- 
ice commission of Mississippi 
carries the information that the sala- 
ries for all three commissioners for 
two years totaled only $6,599.52. Of 
course, these commissioners do not 
serve full time, but theirs is a responsi- 
bility that transcends any time element. 
Without attempting to attribute such 
small reimbursement for time spent in 
public service to Mississippi alone, we 
can say without fear of contradiction 
that if the commissioners spend even 
an hour a week thinking of Missis- 
sippi’s utility problems, they are worth 
more than $1,000 a year apiece. 
This is less per month to each com- 
missioner than the janitor is paid, ac- 
cording to the same report—and there 
are some who will tell you that the 
janitor is underpaid. 

It is possible to pick up a Washing- 
ton newspaper any day and to see want 
ads urging bricklayers to go to work 
on this or that construction project for 
$27.50 a day. This is the scale in most 
medium-sized and large cities today. 
Electricians get from $22.50 a day and 
up. Steel workers in certain depart- 
ments earn much more than this. 


e 


to the extent that it is strong, and competent. Nowhere else 


q “THE people have confidence in [commission] regulation 


in the world is public utility service so completely in private 
hands as in the United States. Nowhere else in the world is 
public utility service so adequate, so efficient, and so generally 
satisfactory as in the United States. This ts just another way 
of saying that nowhere else in the world has the principle of 
public service under private enterprise subject to public regu- 


lation recetved such complete acceptance .. . 
405 
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Carpenters, lathers, and other kindred 
workmen in construction trades seldom 
average less than $500 a month. I cer- 
tainly do not begrudge these workers 
these wages, but I cannot help but feel 
that if these workers are worth this 
much, how can we expect trained and 
responsible officials to assume the im- 
portant post of regulation of utilities 
for so much less! Some of these state 
laws even specify professional qualifi- 
cations such as lawyers, engineers, etc. 
What kind of lawyer, or engineer, can 
we expect to work for less than skilled 
laborer’s wages? 


A the figures plainly show, many 
states pay considerably less than 
this much to men who must make de- 
cisions in the public interest concerning 
utilities which have billions of dollars 
invested. This is, to put it mildly, 
grossly out of line, and the results are 
bound to be bad for every segment of 
our society in the long run if more 
study—and action—is not forthcom- 
ing. 

I, for one, do not believe that gov- 
ernment—municipal, county, state, or 
Federal—ever will or ever should pay 
salaries commensurate with those paid 
to big business tycoons, or money 
earned by the leaders in many other 
fields of endeavor. A Charles Wilson 
(president of either General Motors 
or General Electric, take your choice) 
makes more than $100,000 a year, far 
more than the President of the United 
States. A Gary Cooper may make from 
$500,000 to $800,000 a year. A Sam 
Goldwyn can—and generally does— 
make $600,000 a year. These men— 
and many others—make huge amounts 
because they have huge investments, 
because they take big chances, and be- 
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cause their contributions are on an en- 
tirely different scale from the contribu- 
tions of other men in or out of the 
government. I would not lift a finger 
to cut their salaries, dividends, or other 
rewards, as long as they are honest re- 
wards. The Federal government, or 
any American government subdivi- 
sion, could not.and obviously should 
not try to compete with business and 
industry on such an all out monetary 
basis. 


B™ as many a student of men and 
policies has pointed out, all our 
problems are problems of degree, not 
necessarily of kind. While we can never 
expect Uncle Sam or any state or mu- 
nicipality to pay regulatory commis- 
sioners the annual income of a Bing 
Crosby, we nevertheless should strive 
to find an equitable salary range that 
will make such posts accessible and de- 
sirable to the most competent officials. 
Regulation does not need Bing 
Crosby’s services (with all due re- 
spect) ; but it does very much need the 
continued services of competent and 
satisfied loyal public servants. 

That there should be more financial 
rewards to government service, par- 
ticularly in the posts which require 
great technical and administrative skill, 
has become obvious to all of us, for 
during the past decade the purchasing 
power of our dollar has gone down 
and down and down. A decade ago, 
the Congress and the people thought 
that a typical administrator in a Fed- 
eral regulatory commission was worth 
$10,000 annually. The salary was 
placed at that figure and maybe it was 
adequate for that time. But today, ac- 
cording to a survey made recently by 
the Bureau of Labor Statistics, that 
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COMPENSATION OF STATE COMMISSIONERS 
(Havinc JurispDIcTION OvER Gas AND Exectric UTILITIES) 


Compensation Compensation 
Per annum ($) State Per annum ($) 
5,100 New Hampshire 5,350 

New Jersey 12,000 
New Mexico 
*New York 
*North Carolina 
North Dakota 
Ohio 


se 
eseese 


Connecticut 
District of Columbia 


SE8888 


ee 


PAANIONANMAUNS 


*Pennsylvania 
Rhode Island 
*South Carolina 


7 
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West Virginia 
Wisconsin 


000 
500 
000 
300 
000 
000 
500 
000 
000 
5900 
000 
000 
500 
000 
960 
500 
000 
500 
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E 
§ 


vo compensation for chairman. Associate commissioners part time only, in Nevada and 
ermont, 





$10,000 will not give the present re- j= as important as an increase in 
cipient as much in the way of good salary, I believe, is the development 
living as $4,800 would have given his on a national and state plane of the 
predecessor a decade ago. In other same conception of public service as 
words, a Federal administrator earn- characterizes the public service in many 
ing $10,000 a year now can live onlyas of our municipalities throughout the 
well as a man who earned less than half nation. In the little towns and cities 
that much in 1939. A recasting of our that dot America from coast to coast, 
thinking on these jobs and a reconsid- there are hundreds, yes thousands, of 
eration of all factors involved will aldermen and selectmen serving for 
make it inevitable, in my judgment, what amounts to “peanuts.” They are 
that salaries be increased. business or professional men who work 
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at their livelihood during the day and 
are city officials at night—whenever 
the city council, or one of its commit- 
tees, is meeting. They serve because 
they are interested in having good local 
government and they know by experi- 
ence that they cannot turn the job over 
to dullards. They also know that if 
they do not do their best, then they and 
their businesses and their families will 
suffer along with their thousands of 
fellow citizens. It is easy to convince 
men on the local level that they have 
a responsibility to government, and to 
contribute for their stake is obvious. 
Their own children go to the school 
near by. They have to drive over the 
roads the city has built, each morning. 
They have to pay whatever tax rate is 
set. They can see whether or not their 
money is being wasted, or is being used 
wisely. 

On a state plane, it is a bit more diffi- 
cult to convince competent men of their 
stake, of the necessity of their service. 
But it is not as difficult even in a state 
capital as it is to make them see their 
stake on a Federal plane. Washington, 
to most Americans, is far away and 
only infrequently do the consequences 
of Federal actions come home quickly 
to any particularly large group of citi- 
zens. Frequently, the results of Fed- 
eral action are long delayed, although 
generally when such results become 
evident they strike many citizens like 
a legal atomic bomb. 


ig we could make every citizen see 
that every minor decision, every lit- 
tle law, every new interpretation of 
law, by a government bureau, eventual- 
ly will affect him and his fortune and 
his children even more than the actions 
of his municipal government or state 


government, we would be able to fill all 
government posts more quickly with 
competent men. There are many rea- 
sons to believe that there is an increas- 
ing awareness of Washington’s activi- 
ties and that the people will respond 
more readily to the challenge of public 
service. 

The regulated public utility indus- 
tries themselves have the greatest stake 
of all in the problem of how to keep 
regulatory commissions happy and on 
the job. This is because public utility 
regulation is the bulwark, the sole pro- 
tection of free private enterprise in the 
utility business from the eroding tides 
of public ownership which have con- 
verted public service in so much of the 
rest of the world into a sea of state 
Socialism. 

The public utility executive who 
thinks his state commission is unim- 
portant or even unnecessary has his 
head in the sand, indeed. If he is com- 
placent because his state board is un- 
derpaid, or understaffed, and, there- 
fore, quiescent and not bothering him 
very much, he is being lulled by a false 
sense of security which does little com- 
pliment to his presumed responsibility 
as an alert guardian of his company’s 
investors. A political storm could blow 
up overnight and blow him and his 
company right out of existence, pre- 
cisely because the regulation safe- 
guard had been permitted to become 
weak and atrophied, and, therefore, no 
protection at all for private enterprise. 


T= sad spectacle of the statutory 
inroads of nationalization abroad 
should convince even the dullest com- 
pany official that no public opinion in 
any country will permit a monopoly 
such as public utilities to remain in pri- 
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vate hands without some protection in 
the form of public regulation in which 
the people have confidence. 

The people have confidence in regu- 
lation to the extent that it is strong 
and competent. Nowhere else in the 
world is public utility service so com- 
pletely in private hands as in the 
United States. Nowhere else in the 
world is public utility service so ade- 
quate, so efficient, and so generally 
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satisfactory as in the United States. 
This is just another way of saying that 
nowhere else in the world has the prin- 
ciple of public service under private 
enterprise subject to public regulation 
received such complete acceptance as in 
the United States. The problem, now, is 
to keep it that way, by insuring the 
continuation of effective public regula- 
tion by qualified and fairly paid regu- 
lators. 








mae FE pbnsgs of private enterprise began more than sixty 
years ago with passage of the Interstate Commerce 
Act. Under that legislation and the more recent Railway Labor 
Act, every phase of railroading is regulated right down to the 
ground by an agency of the central government. 

“Whether regulation of this and other forms of transporta- 
tion is desirable is beside the point. The fact is that, with the 
precent of the Interstate Commerce Act firmly established, 
we progressed steadily to new fields of regulation. We have so 
many regulatory agencies that the mere compilation of a refer- 
ence list would take days of research. 

“One of the traditional hallmarks of completely free private 
enterprise was an independent banking system with power to 
hold government in check by policing its access to money 
markets. That freedom went by the boards long ago. We no 
longer even pretend that the Federal Reserve System is an 


independent agency... . 


“The Securities and Exchange Commission, the National 
Labor Relations Board, the Federal Power Commission, and 
the Federal Communications Commission are all results of the 
watering down of private enterprise. 

“At the very core of free enterprise is the ability to solicit 
venture capital, but our present Federal tax system has all but 
dried up sources of that sort of money. 

“Dilution of private enterprise in this country admittedly 
has not reached the British stage. Most of us hope it never will!” 
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—WILBUR J. BROoNs, 
Columnist. 
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The Holding Company 
Overhaul Now Half Completed 


Much of the long, tedious progress has consisted in 

getting rid of small outlying properties which, says 

the author, should never have been purchased, and 
also in disposing of miscellaneous service units. 


By OWEN ELY* 


panies under the Public Utility 

Holding Company Act of 1935 
got under way very slowly, and did not 
gather any momentum until 1939. In 
1943, following the issuance of the so- 
called “Death Sentences” by the Se- 
curities and Exchange Commission, 
the rate of disposal of assets by the 
holding companies increased sharply. 
Again there was a recession, followed 
by a spurt in 1946-7. 

During the twelve years in which 
the SEC has tried to administer § 11 
of the Holding Company Act, the 
holding companies have disposed of 
over 200 properties for which they 
obtained an average of about half a 
million to a million dollars apiece; also 
about twice that number of smaller 
properties. Of the larger units, some 


| IQUIDATION of the holding com- 


*Financial editor, Pustic Utmiries Fort- 
NIGHTLY. 
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33 had a valuation as high as $10,000,- 
000 or more, 

Much of this long and tedious 
program consisted in getting rid of 
small outlying properties (frequently 
through private sales) which should 
never have been purchased in the first 
place; also disposing of miscellaneous 
service units such as ice, water, tele- 
phone, etc. Holding companies, such as 
Associated Gas, Consolidated Electric 
& Gas, Middle West, etc., went through 
a “slimming process” before tackling 
their major problems. 

During 1936-47 it is estimated that 
about $1.6 billion worth of invest- 
ments (principally common stocks) in 
operating companies were sold or dis- 
tributed by the -holding companies. 
Methods of disposal included the 
following : 

Exchanges of properties between 
utilities 
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Distributors to stockholders 
Purchase rights issued to stock- 
holders 
Sales to— 
The public (through underwrit- 
ten security offerings) 
Private investors (by negotia- 
tion) 
Utility companies 
Public power agencies 


= accompanying Table I shows 
(in millions of dollars) the ap- 
proximate amounts of subsidiary hold- 
ings and other investments which have 
been disposed of by all holding com- 
panies in the aggregate, using these 
different methods. 

Table II shows the progress made 
by the more important holding com- 
panies in disposing of portfolio items; 
the total is smaller than in Table I be- 
cause a few small companies are omit- 
ted. These compilations are intended 


merely to give a broad survey of prog- 
ress with the integration program; 
long and careful research into each 
company’s records would be required 


to make the figures accurate. The 
values of securities sold were obtained 
mainly from SEC records, and the 
values of stocks distributed have been 
estimated from the prevailing market 
prices around the time of sale. Trans- 
actions between holding companies 
have been eliminated in most cases. 
Table II also attempts to gauge the 
dollar amounts (in millions) of re- 
maining future sales of operating com- 
pany stocks, and also the values which 
may be distributed to stockholders, in 
partial or final liquidation of each hold- 
ing company. However, it must be 
emphasized that in some cases the hold- 
ing companies have not laid out their 
final programs. Hence, these estimates 
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may eventually prove to be in error be- 
cause of subsequent changes of plan by 
the holding companies. For example, 
North American Company might ob- 
tain approval from the SEC for reten- 
tion of a large part of its present hold- 
ings. In general, holding companies 
seem unlikely to sell portfolio items 
extensively except where this is neces- 
sary to eliminate senior securities or 
bank loans, or to raise money for addi- 
tional investments in other subsidiaries. 


“_ values in the second and third 
columns of Table II are based on 
current market conditions, using mul- 
tiples of earnings and other bases 
where market quotations are not avail- 
able. In the last column we have in- 
dicated those systems which may con- 
tinue in existence on a reduced scale, 
or where (as in the cases of Niagara 
Hudson, Northern States Power, and 
Public Service of New Jersey) a single 
large operating company of similar 
name may be substituted for the hold- 
ing company. 

The figures seem to indicate that the 
integration program is now about half 
completed, although based on security 
sales the program is much further . 
along. (Apparently only about $256,- 
000,000 remain to be sold compared 
with 1947 sales of $188,000,000). A 
small number of holding companies 
have virtually completed their integra- 
tion programs—Community Power & 
Light (now Southwestern Public 
Service), American Gas & Electric, 
Central & South West, Columbia Gas, 
New England Gas & Electric, New 
England Electric System, and Public 
Service of New Jersey. (The present 
plan appears unopposed. ) A number of 
small holding companies have disap- 
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TABLE I 
Hoxipinc Company DissoLuTION—METHOps oF DisposAL or HoLpincs 
(Millions of Dollars) 


Purchase 
Rights 

To Stock- 
holders 


Distri- 

Exchanges bution to 
etween Stock- 
Utilities holders 


$10 
14 
57 
49 
15 
88 


$o4** 
$6 $94 
*Six months ended June 30th. 


$434 


Pubic 
Investors Investors 


182 
19** 


Sales to 

Utility 
Com- 
pames 


Public Misc. 
Power Or not 


Private 
Agencies Indicated 


a 


“$93 «$188 


**In the entire year 1947 holding companies disposed of about $188,000,000 subsidiaries’ stocks 
through sale in the security markets, $122,000,000 being sold through subscription rights, and 


$66,000,000 by public offerings. 





peared entirely and among the larger 
ones American Water Works & Elec- 
tric, Cities Service Power & Light, 
Federal Light & Traction, Engineers 
Public Service, and North American 
Light & Power are in process of extinc- 
tion. A few others such as Federal 
Water & Gas, International Hydro- 
Electric, Middle West, National Power 
& Light, New England Public Service, 
and Ogden Corporation, may disap- 
pear over the next year or so. Some 
others may continue in a minor capac- 
ity only. But the “x” marks in the last 
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column of Table II are obviously based 
on guesswork in some cases. 

When the whole program is com- 
pleted — which may take another five 
years at least—it looks as though the 
holding companies will retain only 
about $1-2 billion of assets, or perhaps 
one-quarter of their original holdings. 


pacer is a summary of remain- 
ing divestment programs of the 
holding companies so far as they can 
be forecast at this time: 

American Gas & Electric intends to 
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disburse as dividends its remaining 
stock in Atlantic City Electric, at the 
quarterly rate of 1/25 share of Atlan- 
tic for each share of its own stock out- 
standing. Some 538,000 shares now 
remain to be distributed, with a cur- 
rent market value of about $8,600,000. 
The distributions should be completed 
by about June, 1949. 

American Power & Light will prob- 
ably distribute all its holdings to 
stockholders with the possible excep- 
tion of its interest in the northwestern 
group. A new plan is being formulated 
for retiring the preferred stocks, 
doubtless through a formula for per- 
centage allocation to the preferred and 
common. The 1946 plan provided for 
sale of 15 per cent of the outstanding 
shares of certain companies in order 
to establish market values, but the new 
plan will probably drop this feature and 
merely allocate holdings. 

American Water Works & Electric 
is distributing stock of the subholding 
company, West Penn Electric, in dis- 
solution. It is not yet clear whether 
the latter company may have to dis- 
pose of some part of its holdings in 
order to retire some of its senior 
securities. 

Cities Service Company still has to 
dispose of its stock holdings in Public 
Service of New Mexico, Toledo Edi- 
son, and Ohio Public Service. It is 
understood that these will be sold when 
market conditions are favorable (there 
is no exact timetable) and proceeds 
devoted to partial retirement of funded 
debt. 

Columbia Gas & Electric has dis- 
posed of its electric properties, and it 
is generally assumed that the gas sys- 
tem can be retained intact. 

Commonwealth & Southern must 
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retire its preferred stock (with divi- 
dend arrears) and will then probably 
distribute remaining holdings to com- 
mon stockholders. This will require 
exchange and distribution of about 
$270,000,000 worth of subsidiary 
stocks, including those of the new 
Southern Company, a subholding com- 
pany. Plans are now before the SEC 
for a mandatory exchange of a se- 
curity “package” for each share of 
preferred stock. 

Electric Bond and Share plans to 
sell its holdings of Carolina Power & 
Light and Birmingham Electric, re- 
ceived in the breakup of National 
Power & Light. It will probably also 
in future sell or distribute other se- 
curities received in the dissolution of 
American Power & Light, National 
Power & Light, and Electric Power & 
Light (except that United Gas shares 
might be retained ). 

Electric Power & Light will prob- 
ably distribute its entire portfolio to 
preferred and common stockholders. 
(A new plan is being prepared.) In 
Table II the value has been estimated, 
and the pro rata share held by Electric 
Bond and Share deducted. 

Engineers Public Service has now 
distributed nearly all its assets with the 
exception of cash escrowed for pre- 
ferred call premium claims, some 
shares of Virginia Electric, and small 
miscellaneous assets. 

Federal Water & Gas proposes (in 
a plan filed with the SEC) to distribute 
holdings in Southern Natural Gas, 
Southern Production, and Scranton 
Spring Brook Water Service. Five per 
cent of the value may be held in escrow 
to settle litigation. 

General Public Utilities will even- 
tually sell Staten Island Edison, Manila 
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TABLE II 
Procress oF Hotpinc Company DIvESTMENT 
(Millions of Dollars) 


Sold or 
Distrib. 


Systems Which 
May Be Disposed of by May Remain 


1935-47 Sale Distrab. In Existence 


American Gas & Electric 
American Light & Traction 
American Power & Light 
American Water Works & Elec. ... 
Central & South West 
eR So nee 
Columbia Gas & Electric 
Commonwealth & Southern 
Consolidated Elec. & Gas .... 
Electric Bond & Share 
Electric Power & Light .... 
ineers Public Service 

Federal Water & Gas .... 
General Public Utilities . 
International Hydro-Elec. 
International Utilities . se 
Middle West Corp. ............... 
National Power & Light 
New England Electric System .... 
New England Gas & Electric 
New England Public Service 
Niagara Hudson Power 
North American Co. .............- 
North American Light & Power ... 
Northern States Power (Del.) .... 
Public Service of N. J. ........... 
Standard Gas & Electric 
EES Api aa 
United Gas Improvement 
United Light & Railways 
Utilities Power & Light 

(now Ogden Corporation) 


*Being currently distributed. 


33 


- 17 
41 ne 


10 


20 
20 
$256 





Electric, and possibly some other sub- 
sidiaries. (The final integration pro- 
gram has not been clarified. ) 

Middle West Corporation will dis- 
tribute all of its remaining securities, 
probably within the next nine months. 


National Power & Light has sold or 
distributed all its security holdings 
with the exception of two transit com- 
panies. It is difficult to estimate their 
value—they are being recapitalized, 
and earnings have fallen sharply. 
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New England Public Service will 
distribute the balance of its holdings 
in three operating companies to holders 
of its plain preferred and common 
stocks, it is believed, though no plan 
has been presented to the SEC. The 
bank loan must first be liquidated. 

North American Company early last 
year disposed of its interest in Cleve- 
land Electric Illuminating, principally 
through sale of rights to stockholders, 
and in December distributed all but 
about 10 per cent of its holdings in 
Wisconsin Electric Power and Po- 
tomac Electric Power. Under the plan 
which it filed with the SEC it would 
have to distribute (possibly in 1948) 
its holdings in Union Electric of Mis- 
souri, Kansas Power & Light, Mis- 
souri Power & Light, and Illinois 
Power, as well as small holdings in 
other utilities. However, since the 


company’s principal holdings are in ad- 
jacent areas it is possible that these 


wholly owned companies (Union, 
Kansas, and Missouri) might be re- 
tained, and the small holdings liqui- 
dated from time to time to provide 
needed cash to maintain the equity in- 
terest in these companies. In any event 
the nonutility interests will be retained. 

North American Light & Power is 
being currently dissolved, though the 
dissolution plan was recently appealed 
to a higher court. Under the plan the 
preferred and common stocks would 
receive cash and Illinois Power stock, 
with North American Company tak- 
ing over the balance of assets. In dis- 
cussing North American Company 
above we assumed that it would thus 
acquire the Kansas and Missouri sub- 
sidiaries. 

Ogden Corporation (successor to the 
once-large Utilities Power & Light 
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system) is in the last stages of dissolu- 
tion, but recapitalization plans for the 
two remaining utility subsidiaries are 
proceeding rather slowly. 

Standard Gas & Electric has been 
having management difficulties which 
along with unfavorable market condi- 
tions have deferred further liquidation 
of the company’s assets. Sometime in 
1948 the company will probably dis- 
pose of stock in either Oklahoma Gas 
& Electric or Wisconsin Public Serv- 
ice, to pay off its remaining bank loans. 
Later Philadelphia stock and other 
assets might be distributed to the four 
classes of stock (assuming that the 
common stock is given some participa- 
tion). The SEC would also like to 
break up the large subholding com- 
pany, Philadelphia Company. This 
seems likely to be deferred, however, 
until Philadelphia’s claims against the 
bankrupt Pittsburgh Railways are 
determined, which may take several 
years. The dissolution of the inactive 
top holding company, Standard Power 
& Light, does not present any special 
problems. 

United Corporation has filed a 
“mandatory” exchange plan to retire 
its preferred stock and the SEC staff is 
expected to report on this plan in the 
next few weeks. Following retirement 
of the preferred, and disposal of its 
major utility holdings (some Niagara 
Hudson stock will be distributed to 
common stockholders), the company 
will remain in business as an invest- 
ment trust. 

Northern States Power of Delaware 
has filed a plan (recently approved by 
the SEC) for distribution of its prin- 
cipal asset, the common stock of North- 
ern States Power of Minnesota, to its 
own preferred and common stockhold- 
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ers on an allocation basis. A number 
of plans have been filed in the past and 
it is too early to tell whether the pres- 
ent one will fare better than its 
predecessors. 

United Gas Improvement will 
eventually sell or distribute its small re- 
maining investments in utilities which 
are not subsidiaries, and continue in 
existence as a gas holding company. 

United Light & Railways during 


rights to stockholders) its entire stock 
holdings in American Light & Trac- 
tion, a subholding company. The lat- 
ter company in turn will dispose of its 
holdings of Detroit Edison by the same 
methods, and will also dispose of 
Madison Gas & Electric at some future 
date. Both holding companies will then 
continue in existence, one as an electric 
system, and the other as a natural gas 
system (including a pipe line, to be 


1948 will distribute and sell (through constructed). 





Are We So Short of Oil? 


a ge Y enterprise is working at the job of making 
fuel oils and gasoline from coal. Methods have been 
developed beyond the laboratory stage; they are reported to 
have reached the point at which engineers, assuming the erec- 
tion of a large-scale plant, can figure production costs other 
than service of capital that would render the output com- 
mercially competitive with the derivatives of natural petroleum. 
Admittedly the capital investment required to make coal from 
oil commercially feasible would be huge; the problem that it 
presents is complicated by the prospect of a contest for markets 
between the infant industry of coal conversion and grown giant 
of oil refining. 

“If the risks and problems of synthetic liquid fuels are great, 
so is the reward hung up for those who venture and succeed. 
If it were imaginable that the supply of crude petroleum could 
soon and quickly reach exhaustion, then any measures to replace 
a material so vital to the national defense would be justified. 
But the date at which consumption at the present rate will 
exhaust our oil reserves, though it has often been set, remains 
un predictable. 

“Secretary Forrestal is right to feel concerned over the suffi- 
ciency of our oil resources to protect the nation against the 
contingency of war. Nevertheless, the subcommittee of the 
House Committee on the Armed Services, which heard his 
testimony on Monday (January 19, 1948), would do well to 
make a careful survey of what private industry is doing in 
the synthetic fuels field before it recommends that the govern- 
ment go into that business on its own account or subsidize it. 

“Government subsidy for any industry should be the last 
desperate resort in a real emergency.” 

—EDITORIAL STATEMENT, 
The Wall Street Journal. 
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Hydro Kills the Fishing Industry 


Here is a thought-provoking protest against the appropriation of Fed- 

eral funds for construction of multiple-purpose dams across the main 

thread of the Columbia or Snake rivers which would have the effect 

of ruining the nation’s valuable salmon industry. Much has been claimed 

by Federal officials about saving the spawning grounds. But here are 
the facts from the fish industry's point of view. 


By JAMES H. CELLARS* 


HE Columbia river salmon fish- 

ery has had a long and productive 

history. The principal subsist- 
ence factor for thousands of north- 
west Indians for untold years prior to 
the arrival of the white man in the 
area, this resource continues to hold 
this position in relation to the remain- 
ing tribesmen. In addition it provides 
a livelihood for thousands of white 
residents and an enjoyable recreational 
factor for many thousands more from 
this and other portions of the nation, 
who annually visit the river, drawn by 
the excellent sport fishing. 

The commercial salmon fishery on 
the Columbia river has existed for 
eighty-one years and in that time has 
returned in excess of one billion dol- 
lars to the area. 

According to estimates made by the 


*Public relations counsel, Columbia Basin 
Fisheries Development Association, Astoria, 
Oregon. 
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Oregon State Fish Commission and 
the Washington Department of Fish- 
eries, the annual average value of the 
Columbia river salmon taken in the 
commercial fishery, including both 
river and ocean caught Columbia river 
bred salmon, is approximately $12,- 
000,000. The same departments esti- 
mate the value of the recreational 
fishery at approximately $3,000,000 
per annum. 

All food resources are important to 
this nation and none are more subject 
to exhaustion and depletion than our 
fishery resources. These millions of 
dollars of income which, as we have 
indicated, are the harvest from a great 
natural resource which has replenished 
itself year after year, and will continue 
to do so if not destroyed in an un- 
realistic effort to replace existing 
values with expected benefits, when, 
by abandoning rigid adherence to a 
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basic plan set up years ago, and by ad- 
justing the upriver development pro- 
gram, the great existing values as 
represented by the salmon fishery re- 
source could be retained, and an oppor- 
tunity given for realization of the 
expected benefits from power and 
reclamation projects. 


. eee claims are made by the 
U. S. Engineers, and reclamation 
and navigation enthusiasts that the 
present program, which contemplates 
the building of numerous high dams in 
the area of the Columbia and Snake 
rivers where the fishery resource now 
exists, can be accomplished without 
destruction of the resource, their rea- 
soning is contrary to the contention of 
every competent fishery biologist who 
has made a study of the subject. 

Salmon runs cannot pass high dams 
without losses. The Department of 
Interior (memorandum issued by Wil- 
liam Gardner, assistant secretary, un- 
der date of March 24, 1947) rates the 
loss at Bonneville dam at 10 per cent 
and the probable loss at McNary dam 
at 15 per cent. Biologists of the 
Oregon Fish Commission and Wash- 
ington Department of Fisheries rate 
the Bonneville loss and estimate the 
McNary loss at much higher percent- 
ages and declare that losses from addi- 
tional dams would mount in geometric 
proportion. 

These passage losses are large and 
serious but what is feared most is that 
available spawning waters for the 
salmon will be so contracted that the 
remainder, even if assisted by an ade- 
quate rehabilitation program, will not 
be sufficient to maintain enough sal- 
mon to enable the fishery to exist. 

At the present time dam structures 


MAR. 25, 1948 


on the Columbia river and its tribu- 
taries, without facilities for fish pas- 
sage, have cut off the salmon from 75 
per cent of their original spawning 
grounds. The bulk of the salmon, 
formerly spawned in these tributary 
streams, is now lost. The Chinook 
salmon are virile fish. Barred from 
their original home, some of the re- 
maining salmon began spawning on the 
gravel bars of the main Columbia and 
Snake rivers below these obstructions. 
These gravel bars do not exist to any 
extent below Celilo Falls, about 60 
miles above Bonneville dam. 


ALMON must have shallow, free- 
flowing, well-aereated water, run- 
ning over clean gravel, in order to ful- 
fill their function of reproduction. 
Each dam erected on the main Colum- 
bia river between Bonneville and the 
site of the proposed Foster Creek dam, 
and on the Snake between its mouth 
and its junction with the Salmon river 
in Idaho, will drown out miles of avail- 
able spawning water. The current will 
be slowed down to a standstill. The 
gravel will be covered with silt. Sal- 
mon will not spawn in such an area, 
and, if they made the attempt, their 
eggs would smother. The salmon runs 
are already compressed into limits 
which have resulted in severe losses as 
compared with the original runs, Re- 
duce these limits any further and 
decimation is certain. 

We quote from the previously men- 
tioned memorandum issued by Assist- 
ant Secretary William Gardner of the 
Department of Interior, under date of 
March 24, 1947: 

The Fish and Wild Life Service estimates 


that the construction of either The Dalles 
dam or the lower Snake dams will eliminate 
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75 per cent of the salmon runs and that con- 
struction of both will exterminate the 
salmon. 

The claim is advanced that our prob- 
lem may be solved by what is termed 
the “Lower River Rehabilitation 
Plan” ; t.e., the clearing up of some of 
the streams tributary to the Columbia 
below the section where this dam con- 
struction is proposed, and the erection 
of numerous hatcheries for artificial 
propagation. 

This plan will assist in building up 
some of the late runs of salmon 
which enter the lower river. It will not 
aid in building up the better quality 
early runs which are mainstay of our 
business. In fact the problem of hatch- 
ing Chinook salmon, the principal 
species, on the lower river, has never 
been completely solved. If this entire 
plan is implemented, it could not save 
the fishery if the main group of dams 
are constructed, for there is not room 
on these lower tributaries to maintain 
a major salmon fishery. This plan is 
an aid; it will be of great service in 
building back some of the losses al- 
ready sustained but it is not a solution. 


iy fact the entire problem was 
summed up by Milton James, as- 
sistant director of the Fish and Wild 
Life Service, in his statement to the 
House Appropriations Committee on 
April 21, 1947, when he expressed his 
belief that if the dams proposed by the 


War and Interior departments for the 
Columbia river were constructed the 
salmon runs would be exterminated 
and that the Fish and Wild Life Serv- 
ice had no practical answer to the 
problem of their survival in the face 
of such a program. 

What is known as the Columbia 
basin project calls for the erection of 
many multiple-purpose dams on the 
Columbia and Snake rivers. Benefits, 
which proponents of the plan claim will 
result from construction of these dams, 
may be summarized as follows: 


1. Production of low-cost hydroelectric 


power. 

2. Reclamation of arid lands by irrigation 
from dam pools. 

3. The setting up of facilities for river navi- 
gation through a system of locks, canals, 


etc. 
4. Flood control. 


We will endeavor to discuss these 
estimated benefits in relation to their 
application and need in the ensuing 
paragraphs. 


The Power Story 


HE slogan “cheap power” is the 

foundation upon which the prin- 
cipal arguments in favor of this vast 
development program are based. Sale 
of this power is the only important 
amortization factor upon which the 
proponents of this scheme can advo- 
cate a plan which calls for taxpayers 
of other states of the nation to pay 98 
per cent of the huge construction bill, 


e 


Commission and the Washington Department of Fisheries, 


q “ACCORDING to estimates made by the Oregon State Fish 


the annual average value of the Columbia river salmon 
taken in the commercial fishery, including both river and 
ocean caught Columbia river bred salmon, is approximately 


$12,000,000.” 
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to benefit a comparatively small, and 
as yet sparsely populated, section of the 
country. 

At the present time government 
projects are producing a large amount 
of power in this area. Private power 
and municipal facilities produce 
slightly more energy than the amount 
as yet generated from government dam 
structures. 

Let us briefly glance at the present 
and future power potentials in the 
area. The figures we present can be 
taken from government records of the 
War and Interior departments, 

When the war boom was at its 
height in March of 1945, the Bonne- 
ville Power Administration had a peak 
production capacity of 1,517,000 kilo- 
watts. Private systems, all of which 
were interconnected with the BPA sys- 
tem in what is termed the Northwest 
Interconnected Power System, had a 
capacity of 2,005,000 kilowatts, giving 
the area a total peaking capacity of 
3,522,000 kilowatts. At that time the 
peak load was 2,635,000 kilowatts, 
leaving a surplus of 887,000 kilowatts. 

Since that time this production ca- 
pacity has been lowered by the removal 
of two generators borrowed from the 
Shasta dam project, which had been 
installed in Grand Coulee dam, a loss 
of 180,000 kilowatts of peak produc- 
tion. It has been increased by the addi- 
tion of one regular generator at Grand 
Coulee with a peak production rating 
of 125,000 kilowatts. Another Coulee 
generator was scheduled to go into 
service in February of this year adding 
another 125,000 - kilowatt peaking 
capacity. This interchange will leave 
the capacity of this area up some 70,- 
000 kilowatts or practically 1,000,000 


kilowatts above the wartime peak. 


7 this amount can be added with- 
out building more dams: 

Ten more generators at Grand 
Coulee dam of 125,000 - kilowatt 
capacity or 1,250,000 kilowatts. 

Eight more generators at Rock 
Island dam of 20,000 - kilowatt 
capacity or 160,000 kilowatts. 

In addition private and municipal 
power companies have scheduled ad- 
ditional power installations which will 
produce as follows: 

Ariel dam (Pacific Power & Light Com- 

pany) 45,000 kilowatts by 1950. 

Alder dam (city of Tacoma light and 

power) 25,000 kilowatts by 1948. 

Kerr dam (Montana Power Company) 

56,000 kilowatts by 1948. 

Gorge dam (city of Seattle) 60,000 kilo- 

watts by 1950. 

Ross dam (city of Seattle) 180,000 kilo- 

watts by 1952, 

Ross dam (city of Seattle) 180,000 kilo- 

watts by 1956. 

These additions will increase the 
productive capacity of the area as far 
as electric power is concerned to 5,- 
548,000 kilowatts, or practically 
double the peak load used during the 
war boom. 

If we consider the power demand 
alone, and move on to the point where 
we consider new dam construction 
which will not harm the fishery re- 
sources, we find that, by altering the 
program and giving priority to dams 
which will not damage the fishery, we 
can add the following amount to the 


Northwest power supply: 
Hungry Horse dam .... 286,000 kilowatts 
Le aa 820,000 kilowatts 
errr 1,400,000 kilowatts 
Sheep Mountain ........ 1,350,000 kilowatts 
i kare 136,000 kilowatts 
Meridian dam .......... 76,000 kilowatts 


In this manner some 4,068,000 
kilowatts can be added to the produc- 
tive capacity in the Northwest, bring- 
ing the total to 9,556,000 kilowatts or 
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Transportation on the Columbia River 


6¢ DIVER transportation was once a factor on the Columbia river be- 

tween Portland and Astoria, Oregon. In fact the river carried 

all freight and passenger business between the two cities. Today not a 

single river boat runs between the two points. Business went first to the 

speedier and more reliable rail lines, which in turn have lost their light 

freight and passenger business to the bus and truck lines, which are still 
faster and more convenient.” 





about three and a half times the peak 
demand during the war boom period. 


S Swe is little difference between 
the figures here presented and 
those advanced by proponents of the 


power program. The controversy 
arises in the process of estimating 
needs of the area in future years. 
This matter of future needs is a 
great field for the crystal ball gazers, 
wishful thinkers, and perennial op- 
timists. Anyone can guess, and the 
record indicates that the so-called “ex- 
perts” guess wrong almost as often as 
anyone else. There is no question that 
enough power can be produced to meet 
all the needs of this area, on a reason- 
able growth basis, for many years, 
without building another dam. Dr. 
Raver, administrator of BPA, and his 
staff, in their predictions see, not a 
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normal and reasonable growth, but a 
tremendous and immediate develop- 
ment of the area. They set this up in 
a series of complicated tables which 
pretend to show that each year the area 
will need much more power than in the 
preceding year, and carry this progres- 
sion on for ten years or more. 

No section of this country has ever 
developed in such a manner in the past 
and it is against all probability that 
such a development will take place in 
the Pacific Northwest. Standard BPA 
procedure is to get Congress to build 
the power-generating sources, and then 
to go out and find a sale for the power. 
The war boom came to BPA’s aid, and 
the postwar boom, developed to fill 
needs of a populace hungry for things 
it had been denied while all industry 
was manufacturing war materials, has 
prevented a severe drop in power usage 
MAR. 25, 1948 
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since the war. BPA, outside of gen- 
eral statements, does not tell just what 
use wil] be made of this tremendous 
power pool it desires. The area is 
notably deficient in raw materials for 
heavy manufacture. Idaho has certain 
mineral deposits of value in the manu- 
facture of fertilizer but one of the 
upper Snake dams, such as Hell’s 
Canyon, could well take care of such 
an industry and supply other needs of 
the state in addition. 


M*= of the additional power 
usage since the war has gone 
into three use agencies: aluminum 
manufacture; hundreds of small lum- 
ber mills which will be out of business 
when the abnormal lumber demand and 
consequent high prices go; and in- 
creased use in homes and on farms. 

Household and farm use of electric 
power increased greatly along with 
high wages and farm prices. This 
usage is limited, however, and certainly 
is not capable of any great or sudden 
expansion. 

The purported power shortage, so 
sensationally played up in the press, 
was not so much an actual shortage of 
the potential power supply, but was due 
to the reluctance of private power 
companies to activate higher cost steam 
and oil plants, in the face of cheap 
Bonneville power. Bonneville with its 
large aluminum contracts on hand did 
not have a large surplus to sell, and 
plus its attempt to live up to its Ca- 
nadian power supply projects, ran at 
times close to its potential. 

The privately owned utilities have 
been buying cheap power from BPA 
for a number of years and reselling at 
a good profit. Up until 1947 these sales 
were made on a day-to-day basis. 


MAR. 25, 1948 


These power companies expanded 
their systems and services during the 
war period using BPA power. Not 
able to compete in generating opera- 
tions with tax-built BPA, they bought 
where they could and hoped. Despite 
persistent efforts they could not ob- 
tain any contracts until after they 
signed the so-called “Tacoma agree- 
ment” in 1947, in which they sub- 
scribed in full to all of Dr. Raver’s 
prophecies. Even then they received 
one year contracts, and now must 
dance to the BPA tune if they want 
them renewed. 


HEN Grand Coulee dam. was 
built, provision was made for the 
irrigation and settlement of about 1,- 
000,000 acres of desert land. Today 
these acres are still a desert and in- 
quiry of Reclamation Department offi- 
cials indicates that at least ten years 
will be required to complete the project 
and put crops on the land. What press- 
ing need can there be to start other such 
projects until this great operation of 
making the Coulee desert blossom has 
been activated and its worth assayed? 
One of the arguments for reclama- 
tion development in this area has been 
the prospect of opening to settlement, 
by veterans of World War II, such 
reclaimed land. 

Professor Frank Adams, of the 
University of California, has pointed 
out that attempts for the settlement of 
large areas of new land as in the Co- 
lumbia basin present almost insur- 
mountable difficulties, and adds that as 
the number of veterans who sought 
such settlement after the other war was 
very small and that the number who 
were successful was a very minor per- 
centage of those who attempted such 
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settlement, such experience is likely to 
be repeated now. © 


Water Transportation 


M“ of the agitation for the ad- 
vancement of the Columbia 
river high dam program comes direct- 
ly from groups or persons financially 
interested in the further development 
of water freight transportation on the 
Columbia river from Portland, Ore- 
gon, eastward. Working hand in hand 
with the advocates of more electric 
power-generating facilities, for they 
know that power must bear the burden 
of economic justification for these 
expenditures, they have used the slogan 
“cheap transportation” to solidify the 
support of the agricultural population, 
the businessmen, and small community 
chambers of commerce, in backing the 
entire program. 

Actually, water-borne cargoes have 
been able to move on the Columbia 
river since 1915 when the Celilo canal 
was opened near The Dalles, Oregon. 
This project was fulsomely hailed, at 
the time, as solving the transportation 
problems of the “inland empire” of the 
Columbia river. Despite these hosan- 
nas, an average of only 10,604 tons 
of cargo a year moved through the 
canal during the next twenty-five years 
of its existence, and during seven 
years of that period no freight at all 
was moved. 

During 1940 the growing shortage 


of tank cars led to the water shipment 
of a quantity of petroleum products 
through the canal, and since that time 
these shipments have been maintained 
because of refusal of the Interstate 
Commerce Commission to permit the 
railroads to put into effect tariffs com- 
parative to those charged by the barge 
lines. 

Experience in this country with Fed- 
eral development of inland waterway 
transportation systems has not been 
such as to indicate the desirability of 
further experiments. 


,.. eal one-third of the cost of 
Bonneville dam was assigned to 
navigation benefits. Using this yard- 
stick on the total cost of the proposed 
dams and locks from Bonneville to 
Lewiston, Idaho, the cost to the tax- 
payers of improving this waterway 
would be in excess of $1,000,000 per 
mile. This money, coupled with the 
large maintenance costs, would not be 
repaid. It would be taken, 98 per cent 
of it, from the taxpayers from Maine 
to Florida clear out to the West coast, 
and expended for the benefit of a few 
shippers living or operating in the 
vicinity of the Columbia river. This 
area is served by excellent rail and 
highway systems, the operators of 
which would be penalized by tax-subsi- 
dized competition. 

Estimated navigation benefits on the 
Columbia recently received a heavy 


eo 


socialization, ... The growth of this project is bringing an 


q “. . this great Columbia basin project is an experiment in 


increasing demand for a Columbia Valley Authority similar 
to the Tennessee Valley Authority, but covering an area of 
far greater extent and importance, including three large states 
and parts of four others.” 
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blow when Mr. Collier, chairman of 
the board of Standard Oil Company of 
California, announced in a public ad- 
dress at Spokane, Washington, on 
December 2, 1947, that his company 
would start at once to build a pipe line 
to carry oil products from its Colorado 
properties, via Salt Lake City, into 
Spokane, Washington. Over 80 per 
cent of the tonnage carried to date by 
Columbia river barge lines has consist- 
ed of petroleum products carried to this 
and adjacent areas. 

River transportation was once a 
factor on the Columbia river between 
Portland and Astoria, Oregon. In 
fact the river carried all freight and 
passenger business between the two 
cities. Today not a single river boat 
runs between the two points. Business 
went first to the speedier and more re- 
liable rail lines, which in turn have lost 
their light freight and passenger busi- 
ness to the bus and truck lines, which 
are still faster and more convenient. 


An Experiment in Socialization 

tem all, this great Columbia basin 

project is an experiment in social- 
ization. We have indicated previously 
how completely the private power utili- 
ties of the area have been subjected to 
the bureaucracy of BPA. The growth 
of this project is bringing an increas- 
ing demand for a Columbia Valley 
Authority similar to the Tennessee 
Valley Authority, but covering an area 
of far greater extent and importance, 
including three large states and parts 
of four others. 

Our country has developed to its 
present greatness through exercise of 
the free enterprise system. Other sec- 
tions of the country have been built up 
through the exercise of this system. It 


has been a sound, reasonable, and con- 
servative development achieved by 
initiative and energy of their people. 
The government has already been kind 
to the Pacific Northwest. We believe 
that we, too, have the material and hu- 
man resources to do the rest of the job 
ourselves. We believe that most of our 
thinking people would prefer to have 
it done that way. These people know 
that, as each hundred million of dol- 
lars in Federal funds are poured into 
this section, there follows a flood of 
more government employees and more 
bureaucratic control of our economy. 
Already the spirit of free enterprise in 
the section has been partially smoth- 
ered by the flood of tax dollars. Al- 
ready tax subsidization of the area’s 
development is being regarded as a 
“right” in utter disregard of the bur- 
den it places upon the taxpayers of 
other sections. 

Just a final word about McNary 
dam (Umatilla). To date about $7,- 
000,000 has been appropriated for pre- 
liminary studies and construction on 
this dam. This amounts to about 3 per 
cent of the total estimated cost. 


'y 1946 this matter was brought to 
Congress with a request for an ap- 
propriation. The estimated cost at 
that time was given as $49,090,000. 
Estimated annual benefits were pre- 
sented as: 


SN Oe OND os acnsicecnedns $5,410,000 
PIOGE COMBIOE oocccccccsctvecs 524,000 
5 Ee eee $5,934,000 
The Congress appropriated $2,600,- 
000 for plans and studies. 


In 1947 the matter was again 
brought to its attention with another 
request for an appropriation. At this 
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time the estimated cost had jumped to 
$186,000,000, up 279 per cent. 

The estimated annual benefits were 
then placed at : 

Sale of power 

Navigation 


Irrigation 
Recreation 


Total (up 65 per cent) $9,656,000 


This was in July, 1947, when the 
Congress appropriated $4,500,000 for 
this project. 

The estimated cost of this same dam 
as announced by the U. S. Engineers 
on October 20, 1947, was $227,000,- 
000, up 360 per cent from 1946, and 
23 per cent in a few months. 

This is a power dam and nothing 
else. It will not benefit navigation at 
all. There never was any flood-control 
need. It was just inserted in the first 
request as bait to get the ball rolling. 
The $11,000 in recreational benefits is 
apparently the designer’s measure of 
the pleasure, in dollars, the taxpayers 
will gain from looking at something 
that cost them so much. 

It would be much cheaper to mark 
off the portion of the $7,000,000 that 
has been expended on this project, than 
to complete it. It is not needed. It will 
do a great damage to the existing and 
valuable fishery resource. The power 
it will provide can be obtained at many 
other sites, far less costly, where no 
damage will be done to the fishery. 


Competent biologists have estimated 
that the damage it will do the fishery 
resource may well result in an annual 
loss in revenue to that industry equal 
to 75 per cent of the claimed benefits 
from the structure. 


Conclusions 


1. Government projects already 
well under way, not including the 
Umatilla (McNary) dam in this cate- 
gory, should be completed, including 
the Grand Coulee reclamation project, 
and the Hungry Horse dam project 
which will boost power potentials at 
Grand Coulee and Bonneville. 

2. If any definite need for more 
power sources, other than those cited 
in this summary, appear, either Foster 
Creek dam or Hell’s Canyon dam 
should be constructed. 

3. No further dam construction 
should be undertaken until private en- 
terprise has been given a definite assur- 
ance that it can go ahead, and, that if it 
meets actual needs, no more govern- 
ment competition will be forced upon 
it. 

4. If, in the wisdom of the Congress, 
it is decided that the construction of 
this vast power empire must proceed, 
then the entire project be resurveyed 
and construction priorities so sched- 
uled that the great Columbia river 
salmon fishery resource will not be 
destroyed. 





TTENTION Baltimore utility security holders and others likewise 


interested! Through 


a_ typographical 


transposition of para- 


graphs a statement in the March 11, 1948, isswe of the ForTNIGHTLY on 
page 339, dealing with the debentures of the Consolidated Gas, Electric 
Light & Power Company of Baltimore was followed by a discussion of 
another utility's debentures issued to repay a bank loan. To correct any 
erroneous impression, this is to state for the record that the Consolidated 
debentures were issued to provide new money for construction needs and 
not for bank loan repayment.—TueE Enitors. 


a 425 


MAR. 25, 1948 





What Now on the St. Lawrence? 


The recent setback in the U. S. Senate Ford the proposed seaway-power 


development on the St. Lawrence has le 


t a multitude of questions in its 


wake. For one thing, the issue is bound to pop up in the election campaign 
in about half the states. The author explores the situation resulting from 
this latest St. Lawrence development. 


By ROSCOE AMES * 


CC ING Larry is dead; 
live King Larry!” 


long 


Such was the somewhat 
cryptic remark of a Senate supporter 
of the proposed St. Lawrence seaway 
agreement, when the resulting vote of 
the United States Senate on February 
27th showed 57 to 30 in favor of put- 
ting the plan on ice for the balance of 
the congressional session. The remark 
was cryptic because only someone who 
has been working in or about the huge 
legislative mills of Congress for a num- 
ber of years might be expected to em- 
phasize the fact that “Larry” (nick- 
name for the perennial St. Lawrence 
seaway proposal) has indeed become 
the “king”—at least from the stand- 
point of seniority of all major contro- 
versial public project proposals. It was 
first placed before Congress in 1895. 

What is more, the Senator was 
simply stating not only his own opinion 
but the general impression that the 


*Author of business and economic articles, 
Washington, D 
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agitation for this program is not dead, 
regardless of the fact that the 80th 
Congress has turned its back on it. It 
will rise again in the 81st Congress, 
and so on and on. One thing that is 
sometimes lost sight of in dealing with 
public ownership and public project 
proposals is that they can lose again 
and again, whereas they only have to 
win once.. This perhaps explains the 
steady increase in the public power 
proportions of our total electric power 
industry picture, notwithstanding the 
fact that public ownership loses far 
more elections than it can win—elec- 
tion for election. 


A’ yet there has developed in the 
wake of the most recent defeat 
(or should we politely say postpone- 
ment) of the St. Lawrence program a 
small but growing impression that 
maybe what happened on February 27, 
1948, was really the beginning of the 
end for King Larry. He may come back 
as an issue. Indeed it is generally ac- 
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cepted that he will come back as an is- 
sue. But the new thought is to the 
effect that the old boy is losing his 
punch and that certain ultimate de- 
velopments, including atomic fission, 
may eventually wash up the seaway, if 
not its uncertain hydro power features, 
for good. But more of that later. 

It was President Truman who 
emphasized the relative antiquity of the 
St. Lawrence proposal when he said in 
his message to Congress on January 
26th that this “great engineering en- 
terprise”’ has had the support of 
“every President during the past 
twenty-five years,” as well as the sup- 
port of “every Canadian administra- 
tion during the past twenty-five years.” 

Leaving the Canadians to one side as 
the obvious beneficiaries of such a re- 
gional development, this quarter-cen- 
tury span takes in Coolidge, Hoover, 
Roosevelt, and Truman—as bipartisan 
a quartet of Presidents as was ever as- 
sembled to agree on anything, much 
less such a hotly contested issue as 
“King Larry.” 

A casual observer might immedi- 
ately wonder why the opposition is so 
persistent in the face of such biparti- 
san support. The plain answer is that 
this bipartisan feature works both 
ways. Continued bipartisan support 
for the St. Lawrence proposal is re- 
vealed in the fact that just as many Re- 
publican as Democratic Senators (15 
to 15) voted side by side against the 
motion to recommit, which meant the 
end of that bill’s chances for 1948. The 
catch is seen in the fact that the 
counterpart of such strong bipartisan 
support was an even stronger biparti- 
san opposition—with 25 Democrats 
joining 32 Republicans to pigeonhole 
the measure for the rest of the session. 
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Another noteworthy feature apout 
this vote is that geography rather than 
ideology seemed to play the most part 
in the division. When a good New 
Dealer such as Senator Kilgore, West 
Virginia Democrat, refuses to follow 
the wishes of his party leader and chief 
executive, it is a pretty good indication 
that the call of the West Virginia hills 
(with their rich coal deposits) was 
probably a bit louder than pleadings of 
the minority whip. On the other hand, . 
Republicans who voted to the last 
ditch to save King Larry were prin- 
cipally from the heart of the GOP mid- 
dle western territory (whose Great 
Lakes ports would be opened to com- 
merce by the seaway plan), such as the 
two Senators from Wisconsin and the 
two Senators from Minnesota, none of 
whom have ever been accused of ex- 
treme sympathy for the New Deal. 


O NE question that a casual observer 

might ask is whether the motion 
to recommit SJ Res 111 really means 
its death for the rest of the year. The 
answer is yes. Theoretically, of course, 
the Senate Foreign Relations Com- 
mittee, to which the bill has now been 
returned, might bring it back on the 
floor at any time. Again, the Senate’s 
action theoretically had no bearing on 
the conduct of the House Public 
Works Committee, which has a similar 
St. Lawrence Bill before it for further 
consideration. But, as a practical mat- 
ter, even Larry’s best friends can see 
that the jig is up until after the next 
general elections. 

Representative Dondero (Republi- 
can, Michigan), chairman of the 
House group and himself a staunch 
friend of the St. Lawrence, publicly 
announced, after the Senate vote was 
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U. S. Senate Vote on St. Lawrence Bill 
SJ Res 111 


For Recommital—57 
Republicans—32 


Baldwin (Conn.) Cain ( Wash.) 
Brewster (Me.) Capehart (Ind.) 
Bricker (Ohio) Cooper (Ky.) 


Bridges (N. H.) 
Brooks (IIl.) 
Buck (Del.) 
Bushfield, (S. D.) 
Butler (Neb.) 


Cordon (Ore.) 
Donnell (Mo.) 
Dworshak (Ida.) 
Ecton (Mont.) 
Flanders (Vt.) 


Gurney (S. D.) Millikin (Colo.) 
Hawkes (N. J.) Moore (Okla.) 

Ives (N. Y.) Reed (Kan.) 

Jenner (Ind.) Revercomb (W. Va.) 
Kem (Mo.) Saltonstall ( Mass.) 
Lodge ( Mass.) Taft (Ohio) 

Malone ( Nev.) Watkins (Utah) 
Martin (Pa.) Williams (Del.) 


Democrats—25 


Byrd (Va.) 
Connally (Tex.) 
Ellender (La.) 


Johnson (Colo.) 
Kilgore (W. Va.) 
Maybank (S. C.) 
Fulbright (Ark.) McCarran (Nev.) 
George (Ga.) McClellan ( Ark.) 
Hoey (N. C.) McFarland ( Ariz.) 
Holland (Fla.) 


McKellar (Tenn.) 
McMahon (Conn.) 


Robertson (Va.) 
Russell (Ga.) 


Myers (Pa.) Stennis ( Miss.) 

O’Conor (Md.) Stewart (Tenn.) 
O’Daniel (Tex.) Thomas (Okla.) 
Overton (La.) Umstead (N. C.) 


Against Recommital—30 
Republicans—15 


Aiken (Vt.) 

Ball (Minn.) 
Capper (Kan.) 
Ferguson ( Mich.) 


Hickenlooper (Iowa) 
Knowland (Calif.) 
Langer (N. D.) 
McCarthy ( Wis.) 


Morse (Ore.) Wiley (Wis.) 
Thye ( Minn.) Wilson (Iowa) 
Tobey (N. H.) Young (N. D.) 


Vandenberg (Mich.) 


Democrats—15 


Barkley (Ky.) Hayden (Ariz.) 


Chavez (N. M.) Hill (Ala.) 
Green (R. I.) Johnston (S. C.) 
Hatch (N. M.) Lucas (IIl.) 


McGrath (R. I.) 
Murray (Mont.) Taylor (Ida.) 
O’Mahoney (Wyo.) 
Pepper (Fla.) 


Sparkman (Ala.) 
Thomas (Utah) 





known, that his committee planned to 
hold no hearings or attempt any 
further progress on the measure this 
year. This was another way of saying 
that the House of Representatives has 
too much really important work on its 


docket to be wasting its time on dead 
horses. Since the Senate has clearly 
indicated that it will not pass the bill, 
there is no point in the House even 
making any further attempt. 
Ironically, perhaps, it was the House 
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of Representatives where the political 
forecasters earlier this year expected 
the St. Lawrence proposal to meet its 
defeat. It was generally believed that 
the bill stood a good chance in the Sen- 
ate this year and might even pass by a 
close vote. But the House, which is 
much more economy minded these 
days, was expected to give the bill its 
coup de grace for the session. The 
House did not even get a chance. 

At that, however, the Senate vote 
might have been a little closer were it 
not for the astute tactics of the oppo- 
sition in bringing the critical vote to a 
head on the parliamentary issue of re- 
committing the bill to the Foreign Re- 
lations Committee instead of allowing 
a vote on the merits of the bill itself. 
This was astute from three angles: 
(1) It gave the opposition the real 
victory by killing the bill until after the 
general elections, plus an impressive 
vote which opposition Senators can 
brag about in those states where it is 
good politics to brag over such matters 
(such as Maryland and Massachu- 
setts) ; (2) it allowed a good many on- 
the-fence Senators a chance to talk in 
favor of the measure while voting 
against it under the plausible explana- 
tion that “now is not the right time,” 
and so forth; (3) it let the opposition 
down easy by an action of the Senate 
which ostensibly is not final and mere- 
ly defers rather than decides the issue. 


HIS is not to say that everybody 

was happy about the outcome. 
Quite the contrary. Senator Aiken, 
Vermont Republican, one of the bill’s 
most zealous advocates, was obviously 
chagrined and came up with the 
astounding conclusion that the opposi- 
tion had been successfully led by elec- 
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tric power companies—a comment 
which thirty-two of his fellow Republi- 
can Senators are not likely to appre- 
ciate during an election year. 

A Democratic supporter fumed 
about the “subterfuge” of sending the 
bill back to the committee, rather than 
killing it outright. Refusing to be 
quoted by name, this Senator recalled 
the voluminous and extensive hearings 
which the various St. Lawrence bills 
have had in the last quarter of a cen- 
tury. He said that if there is one new 
substantial factor which the committee 
could unearth as yet undisclosed or un- 
considered, he would be much sur- 
prised. He said the St. Lawrence 
question has been examined more ex- 
tensively and intensively over a longer 
period than “even the Palestine ques- 
tion.” Senator Ferguson, Michigan 
Republican, uttered similar sentiment. 

It is to be expected that the St. 
Lawrence seaway will be a lively issue 
in the coming elections—but only on 
the local or regional level, where it is 
fairly safe politics and will not em- 
barrass the parties nationally. Many 
Republican candidates in the Great 
Lakes states are going to talk in favor 
of it, and so are many Democratic 
candidates in the same area. But it is 
a good bet that neither the Republican 
national convention nor the Demo- 
cratic national convention will include 
specific planks in their respective pro- 
grams calling for immediate and de- 
cisive action either in favor or against 
it. If there is any platform language 
on the subject at all, it will be most 
discreetly phrased, like a pious beati- 
tude “for the public interest.” 


cult to give any one faction 


W HO killed King Larry? It is diffi- 
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credit. Certainly Senator Aiken’s sug- 
gestion is so wide of the mark as to be 
almost laughable. The electric power 
companies, realizing the political sensi- 
tiveness of the subject, were about the 
only major industry which kept aloof 
from the orgy of lobbying which went 
on prior to the St. Lawrence vote in 
the Senate. The St. Lawrence opposi- 
tion tactfully reciprocated this feeling 
and made no effort to enlist aid from 
the power companies. 

There was even some surprise sev- 
eral weeks ago when Representative 
Dondero made the suggestion that the 
St. Lawrence Bill might be amended 
in such a way as to get the power com- 
panies a fairer break on opportunities 
for buying hydro power developed by 
the St. Lawrence waters. The surprise 
was due to the fact that if Representa- 
tive Dondero had in mind the abate- 
ment of any part of the opposition to 
the bill, he had selected a form of ap- 
peasement unlikely to produce many 
votes on the roll call. 

No, the real lobby line-up on both 
sides was well summarized by a very 
able and politically liberal observer, 
Nelson Poynter, editor of The St. 
Petersburg (Fla.) Times, as follows: 

Railroads are bitter in opposition to the 
St. Lawrence project. They see a great loss 
of revenue, if the iron ores of the West can 
be shipped to the steel mills at cheap water 
rates. The coal, iron, and steel industries 
have joined them in the fight. The power 
companies, however, do not oppose the con- 
struction of the seaway. They are perfectly 
willing to have the United States and Can- 
ada produce the extra power which is badly 
needed in New York, Vermont, and other 
near-by states—but they don’t want the gov- 
ernment to sell the power to the people. The 
power companies want to buy it at the source 
and control the transmission and sale of elec- 
tricity to the people. 

The chief lobbying for the seaway comes 

from middle western businessmen, particu- 


larly Chrysler and Nash-Kelvinator, the 
Farm Bureau, Grange and Farmers Union, 


and the CIO—as strange a group of bedfel- 

lows as has been assembled in many a day. 

The chief lobbying against it, in addition 

to railroads, coal and steel companies, is 

being carried on by port cities and local 
chambers of commerce. The St. Petersburg 

Chamber of Commerce, for example, went 

on record last November against the St. 

Lawrence seaway in answer to a letter from 

the mayor of New Orleans, who based his 

argument on the loss of business for Gulf 
coast ports. 

Editor Poynter might well have 
added several other factors which are 
looming in the balance against the St. 
Lawrence proposal, and which may 
well grow heavier as time goes on. The 
most important is atomic fission— 
both in the form of the bomb and as a 
source of commercial energy. The op- 
position in the Senate made very effec- 
tive use of the Army’s recent report on 
the vulnerability of the Panama canal 
to atomic bombing attack or any kind 
of a bomb attack. If the Panama canal 
in its present “lock construction” form 
already is vulnerable, beyond the point 
of military defense, why build another 
canal at great expense on the St. Law- 
rence, with even more vulnerable lock 
features? (The Panama alternative of 
a “sea level” canal is not feasible for 
the St. Lawrence; and even if it were, 
it would mean the end of the hydro 
possibilities, to that extent.) 

As for the energy angle, we scarcely 
pick up the newspapers these days 
without seeing some new prediction 
of commercial energy development 
from atomic fission variously esti- 
mated at from ten years (or even 
less) to twenty years. This may seem 
a long time to wait, but the St. Law- 
rence power proposal already has been 
waiting a long time. If it waits much 
longer, the atom might eventually 
sneak up and dissolve its hydro power 
features. 
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Washington and the 
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FPC Eyes the Tidelands Bill 


r came as some surprise to most Wash- 
ington observers that the controver- 
sial bill to make the Federal government 
surrender its interest in submarine lands 
to the states should have an angle that 
would worry the Federal Power Com- 
mission. The obvious intent of this meas- 
ure (S 1988), introduced by Senator 
McCarran (Democrat, Nevada) and a 
number of other Senators from both 
sides of the aisle, was to get around the 
decision of the U. S. Supreme Court 
upholding the position of Interior Sec- 
retary Krug that the Federal government 
rather than the state of California has 
proprietary interest in submarine lands 
off the California coast now producing 
oil. 

As to that feature, the “states’ rights” 
crowd assembled a most impressive ar- 
ray of witnesses. Leadership was taken 
by the National Association of Attorneys 
General, followed closely by the Ameri- 
can Bar Association and governors from 
states too numerous to mention, includ- 
ing the sensational appearance of Gov- 
ernor “Kissing Jim” Folsom of Ala- 
bama, These witnesses left no doubt of 
the determination of the state officials 
to override the contention of the Fed- 
eral administration that the states do not 
have exclusive interest in these coastal 
lands up to the 3-mile off-shore limit, 
including all natural resources therein. 

The chances seem good that Congress 
will again approve the Tidelands Bill. 
The chances seem equally good that 
President Truman will again veto it. 
What happens after that is anybody’s 
guess. The House of Representatives 
would probably vote to override such a 
veto, while the administration would look 
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to its stronger Democratic membership 
in the Senate to sustain the White House. 


UT to get back to the FPC angle, 
which is perhaps a temporary com- 
plication, the FPC opposed S 1988 as 
introduced. Trouble seems to lie in the 
broad language used in the bill, which 
would restore proprietary rights of the 
states not only in lands lying off the 
coastal shores, but also under navigable 
rivers, including the full control of “nat- 
ural resources therein.” Spokesmen for 
public power interests in Nebraska raised 
the point that this could interfere with 
Federal control over hydro developments 
on such navigable rivers as the Missouri. 
It was suggested that the Pick-Sloan 
plan for development and improvement 
of the Missouri river by the Army Engi- 
neers and Interior Department would be 
endangered if not blocked by the enact- 
ment of such a bill. 

The FPC statement filed in the Sen- 
ate Judiciary Committee echoed these 
fears. It suggested that the bill might be 
broad enough to surrender Federal juris- 
diction over the use of waters of naviga- 
ble streams such as is now exercised by 
the FPC. The statement went on to say 
that, under the bill, states might be able 
to dictate to the FPC terms of hydro 
licenses. It was also intimated that the 
states could interfere with navigation and 
flood-control improvements now carried 
on by the Federal government in the na- 
tion’s interest. 

This new angle drew immediate re- 
sponse from Senator Butler (Republi- 
can, Nebraska), leading the fight for ap- 
proval of the Tidelands Bill. He had 
printed in the Congressional Record a 
statement by Walter Johnson, chairman 
of the tidelands committee of the Na- 
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tional Association of Attorneys General, 
which repudiated the idea that the bill 
could ever be used as an instrument to 
block the Pick-Sloan plan or any other 
authorized Federal river development. 
Mr. Johnson stated in part: 


I understand that the argument has been 
made that the reference to natural resources 
within the navigable waters would be held 
to include electric power. To our commit- 
tee such a construction seems not only far- 
fetched, but completely untenable. It is true 
that electric power is considered as a nat- 
ural resource. But electric power does not 
exist within the navigable waters of a river. 
Electric power is generated by a dynamo and 
comes into existence at the output termi- 
nals of the dynamo. To generate electric 
power the dynamo must be rotated by some 
form of energy. This energy may be pro- 
duced from coal or any other fuel or from 
water falling onto a wheel. The electric 
power does not exist within the water any 
more than it does within the coal. After the 
water has passed over the wheel it goes on 
its way. Nothing has been taken from it. 

However, as I have stated, we can see no 
objection to any reasonable amendment 
which would remove even the suspicion that 
there is some plot to interfere with Federal 
control of Missouri river valley development. 

The following is a suggested wording for 
such an amendment: 

Following line 19, on page 5, insert: 

“Nothing in this act shall limit the powers 
of Congress in connection with the regula- 
tion of interstate and foreign commerce, to 
control the navigable waters within the 
states for the purposes of navigation, flood 
control, and the production and distribution 
of electric power.” 


ENATOR Butler concurred in Mr. 
Johns6n’s suggestion and stated on 
the floor of the Senate that he would see 
to it that any such clarifying amendment 
that would confine the Tidelands Bill to 
its true primary objective would be in- 
corporated in the bill before passage. 
Incidentally, a somewhat localized ap- 
proach to the same end as that objected 
to by the FPC in the Tidelands Bill ap- 
peared in a very short bill of less than 
ten lines (HR 5323) introduced by Rep- 
resentative Gore (Democrat, Tennes- 
see), who wants to have the Obey river 
in Tennessee classified as a “‘non-naviga- 
ble stream,” and to be so treated by all 
Federal authorities. The Tennessee 
Congressman’s real purpose is to block 
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off any complications or intereference by 
the Army Engineers with a highway 
bridge. But the actual effect of such a 
bill, if enacted, might well be to oust the 
FPC or any other Federal agency from 
exercising jurisdiction based on the con- 
stitutional right of the Federal govern- 
ment to control navigable streams. 

Ever since the U. S. Supreme Court 
decision in the New River Case, such 
Federal control has been extended not 
only to streams navigable in fact, but a 
good many streams navigable only by 
legalistic reasoning. Apparently the Gore 
Bill is the first bill of its kind seeking 
a specialized exemption of a single river 
from the increasing orbit of Federal con- 
trol. If it worked, however, the idea might 
spread to other streams where the natives 
are not happy about dictation from 
Washington. 


bal 


Control of FPC Teetering? 
Ts rift between Chairman Smith 


and Commissioner Wimberly on one 
side, as distinguished from Commission- 
ers Olds and Draper on the other, has 
attracted much attention to the impor- 
tance of filling the vacancy left by the 
resignation of Commissioner Sachse. 
This split, which was brought out into 
the open during the Senate subcommittee 
hearings on the Rizley Bill (HR 4051), 
had the apparently unforeseen effect of 
blocking the nomination of Burton N. 
Behling to this vacancy by a segment of 
New Dealish Senators, led by Senator 
O’Mahoney (Democrat, Wyoming). 
Behling’s nomination had initially been 
blocked, or at least delayed, by Senator 
Moore (Republican, Oklahoma), who 
apparently had some doubt or reservation 
about the desirability of Chairman 
Smith’s views on natural gas regulation. 
In other words, Senator Moore wanted 
to give the situation more study before 
approving a nomination which would 
consolidate Chairman Smith’s position 
by giving him a majority of three on the 
commission, supporting his views. It 
seemed to be taken for granted that Mr. 
Behling, if confirmed, would generally 
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support Chairman Smith’s point of view. 

Anyway, the paradoxical result is that 
Behling’s nomination is being blocked 
from both the left and the right. Hal M. 
Bourland, veteran Washington corre- 
spondent, even ventured to suggest that 
the gas industry, or part of it, had 
“blundered” by its early opposition to the 
Behling nomination, which led to the 
subsequent opportunity for the opposi- 
tion on the left to materialize. In any 
event, the opposition certainly did mate- 
rialize with a letter sent by Senator 
O’Mahoney to the White House, in 
which he said that he and other liberal 
Democratic Senators could no longer 
support President Truman for the FPC 
vacancy because they feared the result- 
ing commission policy tending towards 
higher natural gas rates. 

The Wyoming Senator, according to 
the Chicago Journal of Commerce signed 
story, also suggested that similar opposi- 
tion would be made if Commissioner 
Wimberly were renominated when his 
present term expires next June. Mr. 
Bourland went on to discuss this FPC 
situation by pointing out that the Olds- 
Draper faction of FPC could easily be- 
come the dominating influence of the 
commission if, as widely rumored, the 
Behling nomination is withdrawn in 
favor of former Senator Mead. 


ya the Republican leadership 
in the Senate seems to be unoff- 
cially freezing important nominations 
unless Republicans are named, the tradi- 
tional senatorial courtesy towards one of 
its former members could outweigh such 
party strategy. Thus the FPC might 
swing under the domination of former 
Chairman Olds for an indefinite period, 
regardless of what happens in the politi- 
cal elections next year, according to the 
interesting account in the Chicago Jour- 
nal of Commerce. 

Senator O’Mahoney, widely men- 
tioned as a running mate of President 
Truman in the 1948 elections, doubtless 
can exercise considerable influence in his 
party’s councils. Mr. Bourland implied 
that if President Truman’s choice for the 
FPC vacancy—Mr. Behling—had not 


been opposed from gas industry quar- 
ters, the nomination might well have 
gone through without comment, consoli- 
dating Chairman Smith’s influence. 

Consider the electric power industry, 
which certainly has as much if not a 
greater stake in the top policy-making 
level of the FPC. It may be put in a posi- 
tion of sitting by and witnessing impor- 
tant developments affecting that tribunal 
which grew primarily out of legislative 
bargaining and compromises on natural 
gas matters not very important from the 
electric industry’s point of view. 

As to the Rizley Bill itself, its chances 
were further undermined by the an- 
nouncement of Senator Ferguson (Re- 
publican, Michigan) that he could no 
longer support the rate-making feature 
of the House-approved bill. 

Commissioners Olds and Draper filed 
their views on the subject with the Sen- 
ate Interstate and Foreign Commerce 
Committee. The Olds-Draper statement 
favors the extension of FPC control to 
all sales by producers of gas in interstate 
commerce—even independent producers 
not affiliated with pipe-line interests—un- 
less the FPC was satisfied that there was 
no evidence of monopolistic schemes or 
devices forcing up prices of gas through 
the abatement of competitive conditions 
in the wholesale gas market. Olds- 
Draper suggested a “clarifying” amend- 
ment to the Natural Gas Act, which 
would extend rather than curtail FPC 
jurisdiction. 

pe we 


The cutest trick of the week, if true, 
according to rumor along the Washing- 
ton rialto, is that friends rather than the 
foes of REA are behind the recent sur- 
prising Langer investigation of REA 
personnel, This probe came in like a lion 
and went out like a lamb, reversing Lan- 


- ger’s earlier comments and completely 


exonerating REA. Meanwhile, the ex- 
plosive atmosphere being cooked up in 
congressional quarters for a real REA 
probe has been somewhat “predeto- 
nated.” Even veteran observers cannot 
recall a precedent for such subtle “twist- 
eroo” maneuvering. 
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Spurt in Television Expansion 


oe of rapid progress in televi- 
sion use is appearing in many 
quarters. Cities in the Middle West and 
as far south as New Orleans are plan- 
ning on hookups with eastern cities in 
the near future. The Federal Communi- 
cations Commission is revising some of 
its policies temporarily to speed connec- 
tions between cities. Broadcasting com- 
panies are adding new studios for tele- 
vision use, Some motion picture interests 
are evidencing apprehension over the 
potential effect of television on the movie 
box office. 

AT&T announces that it plans to 
extend television intercity network facili- 
ties from the East to the Middle West 
by the end of this year. The plan in- 
cludes 2,000 miles of television network 
channels in the Midwest, from Buffalo 
to St. Louis. This connection will be 
ready for the football games in the fall. 
Political conventions this June will have 
proper attention at Philadelphia because 
the existing eastern network from Bos- 
ton to Washington will be extended to 
include Philadelphia. Both coaxial cables 
and microwave radio relay systems will 
be used. 

Cleveland, Toledo, Chicago, and St. 
Louis are to be provided with two tele- 
vision channels early in October. By 
this means one program can be sent in 
each direction, One channel will carry 
programs from the above network to 
Buffalo. Also, Richmond, Virginia, will 
be connected by political convention time. 
The new midwestern and the eastern 
networks will be linked in December by 
connecting Philadelphia and Cleveland 
with coaxial cable. 
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And Gossip 


N™ ORLEANS is hopeful for a con- 
nection soon, but telephone and 
radio officials place such a development 
between one and a half and two years 
hence. Houston, Texas, citizens also feel 
that the outlook for early television in 
their city is bright. They have been given 
some encouragement by the Federal 
Communications Commission, which has 
allocated four channels for television 
stations. A license has been granted to 
one applicant. Houston probably will 
have to use microwave transmissions 
from towers located on high points un- 
til such time as the telephone companies 
can install coaxial cables. This may not 
be for a year or two. 

The Columbia Broadcasting Company 
has started construction of two new 
large television studios in New York city. 
They are to be the largest in the nation 
and will be located in the Grand Central 
Terminal building, The first one will be 
ready for operation in April. 

There is concern in some quarters as 
to the rates which AT&T will charge 
for use of its connecting cables. Hence, 
the speed with which television spreads 
to other cities may be determined in 
part by the expense involved to broad- 
casters. The Federal Communications 
Commission has ordered that AT&T file 
a schedule of rates by April Ist. 

Some worry that television will cut into 
film profits is indicated by the fact that 
a high National Broadcasting Company 
official has taken occasion to deny pub- 
licly that television will compete with 
movies. Point made was that television 
cannot afford to spend the $500,000 to 
$2,000,000 required for a motion picture, 
nor can it take up to six months making 
a picture. 
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EXCHANGE CALLS AND GOSSIP 


FCC takes cognizance of the rapid 
growth in television and its difficulties in 
providing facilities by relaxing some of 
its rules and regulations. One rule was 
that television program relay between 
cities should be handled by communica- 
tions common carriers, mainly telephone 
companies, Purpose was to obtain great- 
est economy in the use of radio frequen- 
cies now allocated for television. Now 
the FCC has modified, temporarily, this 
policy to allow some television stations 
to use their radio frequencies for the 
purpose of relaying television programs 
from city to city. When the common car- 
riers catch up on laying of sufficient 
cables and installing microwave trans- 
mitter systems to meet the demand, the 
FCC plans to return to its original policy. 


* 
Bell Officials Active in Rate Cases 


REATEST recent activity in numerous 
Bell system rate cases is being 
staged in Georgia. The scene is the Ful- 
ton County (Atlanta) Superior Court 


where Southern Bell Telephone & Tele- 
graph Company is asking that it be al- 
lowed to charge its proposed new rate 
schedule under bond, pending final court 
action. The company requests an increase 
in rates totaling $3,715,000 annually. The 


Georgia Public Service Commission 
granted only $1,400,000. It is contended 
by the company that the latter amount 
is sO unreasonably low that it amounts to 
confiscation of property. The low grant 
would take the company out of the red 
in so far as the Georgia operations are 
concerned, but the company contends 
that the result would be a return of only 
1.80 per cent on intrastate investment in 
Georgia. Commission denies this and 
places the figure at 4.88. 

Since the court no doubt will take con- 
siderable time in arriving at a final de- 
cision, the company urgently requests 
that it be allowed to charge its proposed 
rate immediately in order to prevent loss 
of revenue while the case is in court. 

Executives of the AT&T and Western 
Electric Company were on hand to aid 
in the presentation of arguments for 
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Southern Bell. An official of the parent 
company said that the license contract 
services for Georgia operations cost 
AT&T $405,046, and that the actual 
charge to Southern Bell was only $345,- 
500. A Southern Bell official said that 
the services received from the parent 
company were worth more than the 
charge, and that aid from AT&T enabled 
the Georgia company to render service 
at a cost $2,266,000 less in 1946 than 
otherwise would have been the case. 
Statisticians and engineers from AT&T 
and Western Electric presented data to 
aid the local company’s case. 

Southern Bell has taken its case to 
court in Mississippi after having “ex- 
hausted all administrative remedies be- 
fore the commission.” A bill of complaint 
has been filed in the Hinds County (Jack- 
son) Chancery Court. It contends that 
the public service commission’s rate 
order of last April has resulted in wholly 
inadequate revenue, since the company ~ 
is continuing to operate in the red in the 
state as it has done since 1945. 


OUTHWESTERN Bett TELEPHONE 
CoMPANY is presenting its rate in- 
crease requests to public service commis- 
sions actively in Missouri and Oklahoma. 
In the Missouri case the feature of recent 
hearings has been the sharp cross-ex- 
amination of company witnesses by com- 
mission members. As in many other 
cases where the pressure has been put on 
the Bell system, the main points of at- 
tack were (1) license contract payments 
to AT&T, (2) prices charged by West- 
ern Electric for equipment, (3) depreci- 
ation expenses, (4) maintenance costs, 
and (5) pension costs. 


* 


Five Unions Compete for 
Telephone Members 


if fen are at least five separate 
unions now scrapping lustily among 
themselves for membership in telephone 
companies. Accusations of “mud sling- 
ing” are being made. One union claims 
that another has tried to “obtain” its re- 
search data for bargaining purposes. The 
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words “slander,” “character defama- 
tion,” “Communist issue,” and “mem- 
bership raiding” appear in the unions’ 
charges and countercharges. 

Main reason for all of this heat is that 
most telephone union contracts expire 
this spring. This results in competition 
for membership and intensive organizing 
for new bargaining units. 

The five principal unions involved are 
(1) Communications Workers of 
America, independent, (2) Telephone 
Workers Organizing Committee, CIO, 
(3) American Communications Associa- 
tion, CIO, (4) International Brother- 
hood of Electrical Workers, AFL, and 
(5) United Brotherhood of Telephone 
Workers, independent. 

They are commonly known by their 
initials CWA, TWOC, ACA, IBEW, 
and UBTW. 

Union revealing the greatest amount 
_ of activity is the CWA, an independent 
group claiming 250,000 members in 
Bell and independent companies, in West- 
ern Electric, and in the Bell Laboratories. 
This union’s organization campaign is in 
full swing, backed by considerable funds. 
Spear points of the campaign are at 
Western Electric Company in Duluth, 
Minnesota, Allentown, Pennsylvania, 
and at Kearny, New Jersey. On the West 
coast most organizing activity is in Wash- 
ington, Idaho, and California. Mountain 
States Telephone & Telegraph Company 
is being presented with new contract 
proposals by CWA. Union representa- 
tives from ten states are formulating the 
new proposals. 

Reports coming to the ForTNIGHTLY 
office indicate that CWA is active on 
practically a national basis. 


* 


Possible Improvement in 
Wage-hour Administration 
HERE is a strong undercurrent of 
feeling in Washington that business 
will be able to look forward to a more 
businesslike administration of the Wage- 
Hour Act. There is considerable con- 
gressional thinking along this line. If this 
happens it will be most important be- 
MAR. 25, 1948 


cause it is generally conceded that there 
will be vital amendments to the act some- 
time this year, including an increased 
minimum wage. 

General hope is to curtail the discre- 
tionary powers of the administrator, even 
though he be given more definite rule- 
making authority. Since a revision of the 
law is expected, definite efforts will be 
made to remove much of the present 
vague and ambiguous language. Then the 
administrator could be given explicit 
powers with a prescribed pattern as to 
how the powers should be exercised. 
Here are a few of the revisions being 
prepared to put the law on a more busi- 
nesslike basis. First, official determina- 
tions and interpretations should be made 
as permanent as possible. Second, if 
changes in interpretations are made they 
should not be retroactive. And, third, 
when an interpretation is reversed by a 
court there shall be no liability to the em- 
ployer until a new interpretation has been 
announced. 


* 


Radio Stations Desire to 
Editorialize 


ApIo’s three major broadcasting sys- 
tems are asking the privilege of 
editorializing on their programs. The 
FCC has had a ban on such activities for 
seven years, The networks complain that 
the restriction limits free speech and im- 
poses censorship. The FCC contends that 
the radio interests should not advocate 
the causes in their interest whether they 
be political or otherwise controversial. 
The FCC is holding hearings on the 
subject. Broadcasters claim that they 
have the same right as newspapers to 
present their views to the public. The 
CIO presented opposition to any change 
in present rules. Main point made was 
that radio editorials would express es- 
sentially the single point of view of large 
corporations. A telephone union, CWA, 
also appeared in opposition. The position 
of this group was that broadcasters are 
too closely dependent upon advertising 
revenue to permit fair and reasonabie 
editorial policies. 
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By OWEN ELY 


Electric Rates for Industrial 
Customers Seem Too Low 


} 5 grwnne the industrial customers of 
electric light and power companies 
are served on a competitive basis (the 
companies can install their own generat- 
ing plants if they are not “treated right’ ) 
rates to industrial consumers have always 
been on the low side. In 1927 they 
averaged only about one-fifth as much as 
the residential rate, in 1936 about one- 
quarter, and more recently somewhat less 
than a third. Since 1943 they have been 
rising gradually (from 90 cents in that 
year to an estimated 98 cents in 1947), 
while residential rates have continued to 
decline under pressure of state regula- 
tory policies. 

While, therefore, there has been some 
readjustment between the two kinds of 
rates, with the industrial business now 
bearing what seems a fairer share of the 
total overhead than during the 1920's, 
there still seems room for doubt whether 
there is a proper relationship between the 
two kinds of rates. The industrial rate| 
is only about 56 per cent of the average| 
rate for all customers. (See accompany- | 
ing chart showing trend since 1927.) 

From a political angle it should be 
much easier to convince state commis- 
sions that industrial rates are too low 
than that residential rates should be in- 
creased. President Tegen of General 
Public Utilities, in his recent address be- 
fore The National Federation of Finan- 
cial Analysts Societies, said : 

It is difficult for me to say what the in- 
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dustry may or may not do with respect to 
rate increases, but I can tell you what our 
general policy will be. Our past record 
shows that we have a strong interest in pro- 
moting greater use of service and in mak- 
ing rate cuts where these will help. How- 
ever, because of inflated economic conditions 
now, we have sought and intend to seek rate 
increases whenever we can make out a good 
case, and we don’t intend to wait until the 
horse has been stolen. We expect that when 
such rate increases are made they will first 
be made in the industrial rates. This is quite 
natural. Many industrial rates were fixed 
competitively in the first instance. 

To the extent that increased costs are in- 
cremental, as for example most of the fuel 
costs, the margin between the industrial rate 
and the total unit costs becomes much nar- 
rower and we would not be surprised that in 
some cases the total unit cost now exceeds 
the unit industrial revenue received from the 
large power users. Furthermore, since the 
cost of competing sources of energy have 
increased much more in the industrial classi- 
fication it should be easier to make upward 
revision of these rates. 


HE probable excuse for low indus- 


trial rates is the old promotional ¥ 


idea of “marginal capacity” ; #.¢., that the 
last or marginal unit can be sold at a fig- 
ure barely sufficient to meet actual unit 
production cost, without having to con- 
tribute to overhead, The railroads have 
applied this theory to their passenger 
service, with the result that the business 
in recent years (with the exception of the 
wartime period) has been conducted at a 
heavy loss, based on ICC accounting al- 
locations. (Eastern roads, such as the 
Pennsylvania and New York Central, are 
now reaping the results of such a policy.) 
When there is plenty of excess capacity 
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there is some excuse for applying this 
basis of rate making; but when capacity 
is low in relation to output, as is now the 
case with the electric utilities, either (1) 
residential and commercial consumers 
may be subsidizing the industrial busi- 
ness, or (2) the utilities are earning too 
low an over-all return—or both. 

The accompanying chart is a rather 
elementary effort to demonstrate the in- 
adequacy of present industrial rates. (A 
thorough job cannot be accomplished in 
this department—we merely want to 
stimulate discussion of the topic among 
experts.) Kilowatt-hour production ex- 
penses are, of course, low as compared 
with the average industrial. rate—the 
estimated figures for 1947 are (respec- 
tively) .42 cents and .98 cents—but the 
present ratio between the two figures, of 
42 per cent, compares with only about 
21 per cent in 1936. Moreover, it is un- 
fair (even in considering marginal in- 
dustrial business) to exclude from mini- 
mum cost property taxes, depreciation, 
and cost of capital. We have attempted 
to set up a fair cost figure for marginal 
business (see chart) which includes these 
items. Capital costs have been adjusted 
upward to provide for adequate reserve 
capacity (about 20 per cent increase in 
1947). The resulting figure was 1.75 
cents in 1936 and 1.31 cents in 1945, with 
1946-7 estimated at 1.40-1.50 cents. Thus 
the average industrial rate, slightly under 
1 cent, seems too low. 


M 2. the U.S. industrial rate is 
an average figure—some indi- 
vidual rates may run considerably lower. 
It is difficult to arrive at exact figures 
from the rate schedules. Buffalo Niagara 
Electric has a low figure of 3 mills, and 
some of the Commonwealth & Southern 
subsidiaries run as low as 4 mills, but the 
real rate includes a demand charge and a 
fuel adjustment clause. Sometimes the 
latter is based on the price of coal for 
many years earlier; and the sum of the 
three charges may be two or three times 
as large as the kilowatt-hour rate alone. 
However, it is possible to develop aver- 
age rates for companies which publish a 
breakdown of sales and revenue figures. 


In the twelve months ended June 30, 
1947, Consumers Power received an 
average of 1.18 cents per kilowatt hour 
of industrial sales—which seems quite 
reasonable, considering the company’s 
low residential rate of 2.54 cents. 

Of course, the hydroelectric companies 
are likely to have very low rates. Buffalo 
Niagara Electric in 1945 averaged only 
about 5 mills over-all income per kilo- 
watt hour from industrial power. How- 
ever, it is impracticable in our brief study 
to attempt any separation of hydro and 
steam figures for the U.S. 

In considering the minimum cost of 
producing a marginal kilowatt hour for 
industrial sale, we have omitted both 
transmission and distribution costs 
(since separate figures are not obtain- 
able) ; but obviously some of the trans- 
mission costs should be included. More- 
over, we have omitted all overhead cost 
for accounting, sales promotion, and ad- 
ministrative and general: costs; and at 
least some moderate amount for general 
overhead should be included under 
present conditions of high sales in rela- 
tion to capacity. 

Obviously, there are factors on both 
sides of the scale which would affect the 
accuracy of our minimum cost estimate 
for marginal power. We have paid no 
attention to the load factor, which of 
course is extremely important in judging 
individual rates and sales. Moreover, 
conditions have been changing rapidly in 
the last two years and accurate figures 
are not obtainable for 1946-7. Neverthe- 
less, the figures seem to indicate that 
many utilities may have been careless in 
recent years in figuring production costs. 
It seems very doubtful whether allow- 
ance has been made for “invisible over- 
head,” and hidden plant costs (resulting 
from overuse of plants) will soon 
emerge to view as the result of present 
heavy plant construction programs. 


> 


February Financing 


UBLIC utility financing in February 
totaled about $112,000,000 compared 
with $179,000,000 in January. While 
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January’s total included $32,000,000 re- 
funding of bonds and debentures, there 
was none in February, all issues being 
“new money.” Financing figures for 
February and the first two months of 
1948 (preliminary totals) were as fol- 
lows, in millions of dollars : 


Jan.- 
Feb., 1948 Feb., 1948 
Purpose of Financing 


New Money ........... $112 $259 
EN, wiv dueedontus ‘vile 32 
(Re Seer $112 $291 
Character of Financing 
Mortgage Bonds ....... $75 $221 
SRE oe cc'ee 0 2 17 
Preferred Stock ....... 18 25 
Common Stock ....... 17 28 
ME Suscausanveens $112 $291 
Method of Financing 
Public Offerings ....... $90 $246 
Subscription Rights ... 17 28 
Puivate Saas «..ccevsve 5 17 
, Se ee $112 $291 


INANCING in the first two months of 

1948 was 76 per cent bonds, 6 per 
cent debentures, 9 per cent preferred 
stocks, and 9 per cent common stocks. 
Thus the emphasis is still on debt financ- 
ing. 

, ae inclusion of reinvested 
earnings, amortization, cash, etc., as part 
of the common equity would of course re- 
duce the debt ratio. A recent compila- 
tion of future scheduled and pending 
financing showed the following break- 
down among various types of utility 
securities : 


Millions Fer Cent 


Mortgage Bonds ........ $178 31 
ER... och éiiwacewe 344 59 
Preferred Stock ......... 18 3 
Common Stock .......... 39 7 

EE AA désvesdvnaaeas $579 100 


Of the debenture issues $75,000,000 (13 
per cent of total financing) were to be 
convertible into common stock. Assum- 
ing that these will eventually be wholly 
converted into common stocks, this 
would revise the ratios as follows: bonds 
31 per cent, debentures 46 per cent, pre- 


ferred 3 per cent, and common 20 per 
cent. 

Since debentures are being issued 
in some cases in lieu of preferred stocks 
this showing is perhaps not too unfavor- 
able, considering the added equity con- 
tribution from earnings. 


= JS 
‘The Twentieth Century Fund 
Study 


HE Twentieth Century Fund recent- 

ly released its 860-page study Elec- 
tric Power and Government Policy. The 
project started nearly a decade ago, 
when J. Henry Scattergood (director of 
the Philadelphia Transportation Com- 
pany and former member of the Penn- 
sylvania Public Service Commission) 
was appointed chairman of the power 
committee. Other current members are 
Professor James C. Bonbright of Colum- 
bia University (former chairman of the 
New York State Power Authority) ; La- 
Rue Brown (counsel of the Massachu- 
setts Department of Public Utilities) ; 
President Samuel Ferguson of Hartford 
Electric Light; Paul A. Schoellkopf, 
chairman of Niagara Hudson Power; 
and Murray D. Lincoln, executive secre- 
tary of the Ohio Farm Bureau Federa- 
tion. 

Arthur R. Burns was appointed 
research director, with the assistance of 
Associate Director Caine and a staff of 
seven. 

The staff carried on its investigations 
during 1940-41 and rendered its report 
in the following year, the results being 
partially revised in 1943, Fundamentally, 
the study was based on material avail- 
able in 1940 with only moderate revision 
to cover later developments. An advance 
summary written by Edward E. Hunt 
was published in 1944 under the title 
“The Power Industry and Public In- 
terest.” 

It is urifortunate that the book was not 
made a little more up to date before pub- 
lication, because some of the figures are 
now quite obsolete. Table I-4, “Electric 
Generator Capacity and Output of Elec- 
tricity Per Capita in Eight Major Coun- 
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tries,” gives 1935 data, and various other 
tables and charts present figures for 
periods ending during 1937-41. 


Ho some of the conclusions 
reached have proved prophetic, as 
for example the following (page 332) : 
“The growth of institutional investors, 
which by legal requirement or choice pre- 
fer senior securities, may force the utili- 
ties in seeking new capital to adapt their 
issues to market demands. In that event, 
the SEC may be forced to lay aside its 
ideals, at least for a time. Also, the Fed- 
eral tax program tends to discourage in- 
vestment in common stock.” 

The survey, in referring to capital 
structure, quotes a 1938 study by the 
committee on corporate finance of the 
National Association of Railroad and 
Utilities Commissioners, indicating that 
the most desirable capital structure would 
consist of 55 per cent bonds, 20 per cent 
preferred, and 25 per cent common 
stock; although “the ratios might vary 
within fairly wide limits, or the pre- 
ferred stock be eliminated, without great- 
ly affecting the cost of capital.” 

Regarding competitive bidding, the 
conclusions of the survey seem particu- 
larly out of date: “Available evidence in- 
dicates that companies receive more for 
their securities under competitive bidding 
than by direct negotiation. .. . The gen- 
eral public’s funds must be tapped if 
utilities are to obtain necessary capital, 
and these can be reached only by sound 
offerings.” Under market conditions 
prevailing since mid-1947, the competi- 
tive bidding system has failed to function 
satisfactorily, especially in the case of 
preferred and common stock offerings, 
and the SEC in recent months has per- 
mitted a number of deals to be handled 
on a negotiated basis. 

While the survey’s data on the re- 
spective cost of hydro and steam power 
are probably out of date, they may still 
have some interest. Discussing the St. 
Lawrence power project and assuming a 
50 per cent load factor, St. Lawrence 
power delivered to markets 50-200 miles 
away would cost about 4.1 mills per kilo- 
watt hour, it was estimated, while 
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“equivalent power generated in the most 
modern plants at the load centers was 
estimated to cost 6.3 mills.” In contrast 
with the latter figure it may be mentioned 
that the direct production cost of all pow- 
er sold by privately owned utilities 
(separate figures are not available for 
hydro and steam) in 1945 was only 34 
mills, in 1938 the corresponding figure 
was only 2.6 mills. However, the survey 
figures probably made allowance for 
capital costs. The 6.3 mills estimate for 
steam power was quoted from the New 
York State Power, Authority report of 
1938—possibly a somewhat prejudiced 
source. 


HE study gives a detailed discussion 
of TVA and other public power 
projects. In connection with the “yard- 
stick” rate idea, the survey concludes that 
“the cost of generation by the TVA, no 
matter what method of allocation is used, 
cannot reveal the reasonable cost for any 
other plant, steam or hydro... The retail 
yardstick has no more scientific validity 
than the abandoned wholesale yardstick. 
The distribution of electricity in the 
TVA area cannot be divorced from the 
TVA’s wholesale operations and from 
the multiple purposes of the project.” 
However, it concludes that TVA has 
“spurred private utilities . . . into search- 
ing reconsideration of rate policies.” 
Further discussing the philosophy and 
economics of government power projects, 
the survey concludes that “the effect on 
business generally of expenditures on a 
public project can never be a matter of 
arbitrary judgment.” 
In discussing taxation and utility in- 


vestments (page 745) the survey makes /., 


” adi, D 


an interesting point—that “fair return, 


as customarily spoken of, is not neces- VW 
sarily a sufficient return to assure ob- 
taining of new equity money. “The in-%z 


vestor who sees that taxes will not leave 
for distribution by the corporation. net 
earnings which will permit him the re- 
turn which he regards as fair, simply 
will not risk his money. . .. The needed 
capital must be found elsewhere if it is 
to be found at all.” 
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Wall Street Views on Utilities 


HE Guaranty Survey, published 

by the Guaranty Trust Company 
of New York, had a lead story on “The 
Postwar Position of the Electric Utili- 
ties” in the February 27th issue. The 
article concluded that “One of the most 
extraordinary features of our industrial 
history during and since the war, and 
probably one of the least generally ap- 
preciated, is the outstanding performance 
of the electric light and power industry. 
At a time of rapidly rising wages and 
prices and of critical shortages of new 
materials and equipment, the electricutili- 
ties have met an unprecedented demand 
for light and power at a steadily declin- 
ing level of rates and an almost constant 
percentage of return on invested capital.” 
(See, also, page 445.) 

A recent 9-page memorandum on 
Potomac Electric Power Company was 
prepared by Johnston, Lemon & Com- 
pany. The article pointed out that 
“Pepco” had in effect received a rate 
increase from the District of Columbia 
commission through the elimination of 
the reserve of 10 cents per domestic bill, 
which should permit the company to 
maintain its present dividend rate of 90 
cents a share. The study also concluded 
that the stock is entitled to sell at better 
than average levels because of the com- 
pany’s exceptionally strong financial 
position, the importance of the area 
served, and the nonindustrial character 
of the customers. 


yg RESEARCH CORPORATION has 
prepared studies on Virginia Elec- 
tric and Detroit Edison. The conclusion 
regarding Virginia Electric is that the 
yield of around 7$ per cent, and the price- 
earnings .ratio of 88 times the 1947 
earnings of $1.81, make the stock “very 
sound value” at the recent price around 
16, With a year’s market seasoning 
since the stock was distributed by Engi- 
neers Public Service, and with a general 
knowledge of the amount of common 
stock financing necessary to complete 
the 1947-51 construction program, the 
firm feels that the issue may now act bet- 
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ter marketwise than other issues still held 
substantially by holding companies. 

Regarding Detroit Edison, the 5-page 
study concludes that, with dividend pay- 
ments stabilized around $1.20 for the 
foreseeable future, the stock has invest- 
ment merit. However, the company’s 
earnings record has been somewhat dis- 
appointing because of its relatively large 
payroll costs. Since 1948 profits may be 
somewhat lower than the 1947 level, 
Argus prefers certain other issues 
which seem priced more attractively in 
relation to earnings and dividends. 

Eastman, Dillon & Company has pre- 
pared lengthy memoranda on American 
Gas & Electric and International Tele- 
phone. American Gas it considers one of 
the premier holding company stocks, 
which compares favorably with repre- 
sentative operating company issues. 
However, while the stock is fully sea- 
soned and known to investors generally, 
Eastman, Dillon thinks its current mar- 
ket status has been adversely affected by 
the decision to pay part of the dividend in 
common stock of Atlantic City Electric 
(control of which subsidiary is being re- 
linquished to conform to the Utility 
Holding Company Act). However, in 
its opinion the present relatively low 
price of the stock affords investors a fine 
opportunity to accumulate holdings, 
since the stock distributions should end 
sometime in 1949. 


EGARDING International Telephone & 
Telegraph, the firm points out that 
the stock has recently been selling below 
its nonfixed asset value of $16.10 a share 
(consisting of about $6 in cash, $5 in 
Spanish government bonds, and $5 in 
other current assets). Book value of the 
stock after all adjustments is more than 
$40 a share, it estimates. Thus a buyer 
of the stock obtains the nonfixed assets 
at a discount of about 24 per cent, aside 
from the values reflecting holdings in 
subsidiary operating companies. More- 
over, earnings for 1948 may range be- 
tween $1.30 and $1.80 a share, Eastman, 
Dillon estimates, now that the important 
subsidiary Federal Telephone & Radio is 
again operating in the black. 
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RECENT FINANCIAL DATA FOR PRINCIPAL ELECTRIC-GAS OPERATING 
COMPANY STOCKS 


Earned P-E 
(12 Mos.) Ratio 
$2.75-dec. 13.8 


2.08-s 12.5 
1.90-dec. 


Revenues $50,000,000 and over 


Boston Edison ($2.40) 
Commonwealth Edison ($1.40) 
Consol. Edison of N. Y. ($1.60) 
Consol. Gas of Balt. ($3.60) 
Consumers Power ($2) 
Detroit Edison ($1.20) 

Duke Power ($4) 

Pacific G. & E. ($2) 

Penn, Power & Light ($1.20) 
Phila, Electric ($1.20) 

So. Calif. Edison ($1.50) 
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Averages 
Revenues $10-$50,000,000 


Atlantic City Elec. ($1.20) 
Birmingham Elec. ($1.20) 
Carolina P. & L. ($2) 

Central Hudson G. & E. (52¢) 
Central Illinois P.S. ($1) 
Central Maine Power ($1.20) 
Cincinnati G. & E. ($1.40) 
Cleveland Elec. Illum. ($2.20) 
Columbus & S. Ohio Elec. ($2.80) 
Connecticut L. & P. ($4 
Dayton P. & L. ($1.80) 
Delaware P, & L. ($1) 

Florida Power Corp. ($1) 

Gulf States Util. ($1) 
Hartford Elec. Light ($2.85) 
Houston Lighting ($2) 
Illinois Power ($2) 
Indianapolis P. & L. ($1.50) 
No. Indiana P.S. ($1.20) 
Ohio Edison ($2) 

Potomac Elec. Power (90¢) 
Pub. Ser. of Colo. ($1.65) 
Pub. Ser. of Indiana (Stock) 
Public Service of N.H. ($1.80) 
Puget Sound P. & L. (80¢) 
San Diego G. & E. (80¢) 
Southwestern Pub. Ser. ($1.60) 
Utah Power & Light ($1.40) 
Virginia Elec. Power ($1.20) 
Wisconsin Elec. Power ($1) 
Wisconsin P, & L. ($1.12) 
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Averages 

Revenues under $10,000,000 
Calif. Elec. Pr. (60¢) 
Central Vermont Pub. Ser. 
El Paso Electric ($1.60) 
Empire Dist. Elec. ($1.12) 
Mountain States Power ($2.50) 
Penn Water & Power ($4) 
Sierra Pacific Power ($1.60) 
Tampa Electric ($2) 
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Averages 


Averages, three groups 
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RECENT FINANCIAL DATA FOR PRINCIPAL ELECTRIC-GAS HOLDING 
COMPANY STOCKS 

















3/8/48 Earned P-E 
Integrated Holding Company Systems Price Yield (12 Mos.) Ratio 
C American Gas & Elec, ($1 and Stock) ....... 34 6.9% $4.18-dec. 8.1 
C Central & South West (70¢) .............. 9 78 1.22-d 78 
S New England Elec. System ($1) ..:......... 12 8.3 1.36-s 88 
O New England G. & E. (80¢) ...........++- 10 8.0 1.35-s 8.1 
BS Womet Petia GGG CGE) oc cece cecccstscscce. 15 6.7 2.95-dec. 5.1 
PION hires sé dsc ckcgdbadcsccabdecorss 7.5% 7.6 
Systems in Process of Integration 
Common Stock—Dividend Paying 
C American L, & Tr. (Stock) ...... . deecaneos 16 7.5% $1.71-s 9.9 
SSE sci ebecsecdsettecese 35 5.7 6.41-d 5.5 
C Electric Bond @ Share ($1) .....ccccccccecs 10 10.0 wee on 
o> GOOOPED PUNT, GOUED. pecs csccccusiccces 12 6.7 2.01-dec. 6.0 
S North American (Cash and Stock) ........ 15 ¥ 1.85-PF 8.1 
G.I RAK (CRED wo csccwecogeseheres 9 6.1 .55-s 16.4 
ee cc cccanacieces 21 6.7 1.87-dec. 11.2 
eg 8, ee 21 6.2 1.82-dec. 11.5 
is ee OEE, CED oc av sec eenqesessass 19 5.3 3.28-s 5.8 
O West Penn Power ($1.60) ................. 27 5.9 2.15-s 13.0 
0S pk Te INE Pie SG ae PRR Pe 6.7% 97 
Common Stocks—N ondividend 
S Aamarlcas P..B Ly 200... 0csccccccccscccccces 74 os $3.88-n ee 
S Commonwealth & Southern ................ 24 wi 62-ja Ss ( 
yy Sf > A ea: es sheer 16 oF es 4.29-n - of 
S "Mater, Piydva-Biec, “A” occ ccc cccdccccccs 6 si 26 ke th 
pe eg i a ee ere 11/16 od ws * er: 
Ee err rere prerr 8? sa oe 8 fo 
O New England Pub. Ser, ..........cccccccess 4 bg +. hs du 
Co FeeMORES, PRMGGO POMS oo ce ccc cccgcccccess 78 pe 1.25-dec. 
oe SS YS aes ere 7 ss ed ole pr 
SP RD GME Seicdvdcscdbebedccceckeeusesss 28 = a ie m: 
tie 
Approx. lis 
Preferred Stocks—Dividend Paying Price Yield Arrears © 
wm. 48 eg, ae ae 44 6.8% of 
S ems CA. OS Peds on in cc cccdicccesss 96 6.3 - 
S Amer. & For. Power $7 Pfd. ............... 68 10.3 $74 ne 
eens | ee ere 87 6.9 44 tu 
S Commonwealth & eo fear "103 5.8 17 to 
SB) MONG Fe En OF WOU, cnodsdcccccnyoeseess 145 48 89 de 
C Niagara Hudson Pr. So Be oc batintss 96 5.2 - or 
O Nr. States Pr. (Del.) 7% Pfd. ............ 92 7.6 10 te 
ec 
NE Toot occ cies SEC ket annansseuaees 6.7% to 
Preferred Stocks—No Current Payments th 
we A ITN ) b= 132 $110 it 
C Int. Hydro-Elec. $3.50 Pfd. ..............2.- 53 ays 47 sc 
O New England P. S. $7 Plain Pfd. ......... 91 “ 112 
S Standard G. & E. $7 Prior Pref. ............ 100 as 99 tr 
a he DOS | ENO ee 103 ie 99 q 
4 
B—Boston Exchange. C—Curb Exchange. O—Over counter or out-of-town exchange. S— . 
New York Stock Exchange. d—December, 1946. j—June, 1947. a—August, 1947. s—Septem- a 
ber, 1947. o—October, 1947. n—November, 1947. dec.—December, 1947. ja—January, 1948. al 
PF—Pro forma current earnings. a 
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What Others Think 


Postwar Position of the Electric 
Utilities 


Te Guaranty Trust Company of 
4 New York thinks that electric utili- 
ties now find themselves in a generally 
favorable position. In its February issue 
of The Guaranty Survey, the bank dis- 
cusses in detail the postwar position of 
the electric utilities. Conclusions are: 
(1) Companies have done a grand job 
in supplying demand and maintaining 
earnings; (2) increasing costs now pre- 
sent some difficulties; (3) immense 
amount of new capital must be obtained ; 
and (4) somewhat higher rates may be 
necessary. On the subjects of past 
achievements and new capital needs the 
Survey says: 

One of the most extraordinary features 
of our industrial history during and since 
the war, and probably one of the least gen- 
erally appreciated, is the outstanding per- 
formance of the electric light and power in- 
dustry. 

At a time of rapidly rising wages and 
prices and of critical shortages of new 
materials and equipment, the electric utili- 
ties have met an unprecedented demand for 
light and power at a steadily declining level 
of rates and an almost constant percentage 
of return on invested capital. 

Now, however, they face the imperative 
necessity of making large capital expendi- 
tures over a period of several years in order 
to keep pace with the continued growth of 
demand. The financing of capital expansion 
on such a scale, and particularly the main- 
tenance of a sound relationship between 
equity capital and indebtedness, seems likely 
to present a real problem. If the rise in costs 
continues, it may become necessary to grant 
the industry relief through higher rates if 
it is to meet its capital requirements on rea- 
sonable terms. 

The program of expansion that the indus- 
try must now undertake is expected to re- 
quire an expenditure of $6 billion during the 
4-year period 1948-51. Expenditures this year 
alone may amount to as much as $1.8 billion 
or even $2 billion. Of the 4-year total, it 
appears that about $2 billion may be avail- 
able from earnings and depreciation accruals 
and perhaps $1 billion from sales of common 
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and preferred stock, leaving $3 billion, or 
half the total, to be raised from the sale of 
bonds or from bank loans. 

. . . Raising this large amount of money 
presents a very serious problem, particularly 
at a time when the telephone system, as well 
as industry in general, is in the market for 
large amounts of new capital. Successful 
completion of the program is of the most 
vital importance, not only to the electric light 
and power industry but to the national econ- 
omy as a whole. To this end it is essential 
that the earning position of the companies 
be maintained by such rate adjustments as 
may be made necessary by future changes in 
prices and costs. 


Was respect to advancing operating 
costs the Survey mentions as most 


important the advance in fuel prices and 
in wages. It is also pointed out that new 


facilities now being constructed are esti- 
mated to be about.50 per cent higher 
than before the war. Fuel costs and wages 
increased from 8 and 16 per cent, respec- 
tively, of gross revenues in 1937 to 13 
and 20 per cent in 1946 to 15 and 20 per 
cent for the twelve months ended No- 
vember 30, 1947. Employment is about 
9 per cent larger than in 1939, but pay- 
rolls have increased 80 per cent over the 
same period, mainly because of an in- 
crease in the average hourly wage rate 
from 87 cents to $1.40. 

One factor offsetting in part the in- 
creased costs was a decline in interest 
charges, due partly to lower rates and 
partly to the reduction in debt. Interest 
costs now amount to only 5.3 per cent 
of operating revenues, as against 13.2 
per cent in 1937. 

The net result on earnings of these 
divergent trends is described by the Sur- 
vey as follows: 

The effect of increases in costs, partly off- 
set by compensating factors, has been to re- 


duce net operating revenue from 36 per cent 
of gross revenue in 1937 to 23 per cent in the 
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twelve months ended November 30, 1947. 
‘The absolute amount of net revenue is very 
little larger than it was ten years ago, despite 
the very great increase in gross revenue, The 
fact that the rate of return on capital in- 
vestment has been so well maintained is due 
to the industry’s ability to supply a greatly 
increased volume of output with a relatively 
small expansion of its facilities and an even 
smaller rise in its capital investment. 

. .. The annual rate of return, which was 
6.10 per cent in 1937, rose irregularly to 
6.22 per cent in 1939 and 1940, declined to a 
wartime low of 5.72 per cent in 1942, rose 
again to 6.85 per cent in 1945, and receded 


slightly to 6.76 per cent in 1946. While final 
figures for 1947 are not yet available, it is 
likely that net earnings remained at approxi- 
mately the 1946 level. 


Thus it is clear that the Guaranty 
Trust Company of New York remains 
enthusiastic about the future of the elec- 
tric light and power companies. Also, the 
bank is serious in its caution regarding 
possible needed adjustments in rates to 
maintain investor interest in financing for 
plant expansion. 





Plan for Improved Public Relations 


_ U. S. Chamber of Commerce is 
cooperating with business leaders 
in a plan to give wider dissemination of 
information about the public benefits 
under the American business enterprise 
system. Main purpose of the plan is to 
determine the best practices for inform- 
ing employees, customers, stockholders, 
and the public about the operations of 
business. Recently, the chamber called a 
public relations conference at which 
leading businessmen and other authori- 
ties on the subject discussed their views. 

Earl O. Shreve, chamber president, 
told the group that to date the over-all 
effort in this direction has not overcome 
widespread misunderstanding that exists 
about business, despite the fact that many 
companies have been successful in solv- 
ing employee and community relations 
problems. 

Leonard W. Trester is chairman of 
the chamber’s committee on advertising. 
Also he is director of public policy for 
General Outdoor Advertising Company 
in Washington, D. C. He stressed the 
point that the “most important contribu- 
tion in promoting an understanding of 
the American system would be to pro- 
vide the tools which individual employ- 
ers and community groups can use to get 
across this message at the local level.” 
Pressing this point further, Mr. Trester 
said: 


In recent years much good work has been 
done by national organizations to tell the 
economic story to the public. Many people 
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believe that in such a program we should 
rely almost solely upon such mass media as 
national advertising campaigns and distribu- 
tion of tracts reciting the glories of our ma- 
terial civilization—how many bathtubs we 
have or how many phone calls we average. 

National campaigns of this type have un- 
doubtedly helped to give many people a 
more basic working knowledge of the prin- 
ciples of our economy. But have they done 
enough to provide our people with the knowl- 
edge to make decisions on specific issues? ... 

We are deciding the future of our eco- 
nomic system now by our attitudes on such 
specific subjects as price control, taxation, 
feather-bedding, suppression of labor-saving 
devices, subsidies, and tariffs. 


rR. CLAUDE Rosinson, president, 
Opinion Research Corporation, 
also stressed the importance of provid- 
ing essential information relating to their 
operations at the so-called community 
level. 
In discussing the use of house or- 
gans he said: 


Most business firms and corporations have 
house organs through which they reach their 
workers, their customers, and some areas of 
the general public. In these publications 
business should tell the story of the coun- 
try’s economic structure and assess in inter- 
pretive form the measure of the benefits 
accrue to the employees and the pub- 
ic. 

Too many house organs restrict their edi- 
torial content to company operations only. 
They fail to discuss comprehensively the 
technology of their particular industry and 
interpret the real meaning of its day-to-day 
operations in terms of their application to 
better living. 


Lewis H. Brown, president, Johns- 
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WHAT OTHERS THINK 


Manville Corporation, long has been a 
leader in business public relations—par- 
ticularly in selling the American way of 
life. At the conference he gave his rea- 
sons for his interest and he outlined some 
of the activities being conducted by his 
company. Pertinent excerpts from his 
remarks follow : 


Today many Americans are victims of the 
chaos and confusion that have gripped the 
world since the depression of the 1930's. 
Frustrated, disappointed, and fearful of 
their own economic security they can be- 
come easy prey to the mountebanks and 
demagogues who promise to put them on 
easy street for the rest of their lives if only 
they sign away their birthright of freedom. 

© get our people back on the track, to 
have them rededicate themselves to America, 
to stiffen their resistance to the lures, at- 
tractions, and illusory promises of those who 
would do away with our system is not a 
simple problem. 

We of Johns-Manville have recognized 
this problem for many years and as a com- 
pany we have tried to do something about it. 
In our own small way we have tried to ex- 
plain the American system to our employees 
to our stockholders, to our customers, and 
to the public. 

Last year we launched a 5-point com- 
munity relations program to supplement and 
further codrdinate the day-to-day activities 
we have been practicing for a number of 
years. The points in this program include 
press relations, plant community advertising, 


plant community mailings, plant visits, and 
essay contests. 

For several years we have also included 
in our training course for supervisors at all 
of our plants special talks, including record- 
ings, explaining the financial and other op- 
erations of the company. 


i EMUEL R. BouLWakgE, vice president, 

General Electric Company, ex- 
plained an interesting situation he finds 
with respect to his company’s own em- 
ployees. He said: 

In the search for facts, it was clearly in- 
dicated that GE employees want the “new 
model” packaged job, that contains nine dis- 
tinct ingredients. They want: good pay, good 
working conditions, good bosses, steady 
work, a chance to get ahead, to be treated 
with respect, to get the facts about what's 
going on, to be doing something worth while, 
and to have other reasons for really liking 
their jobs such as finding them interesting 
and deeply satisfying. 

GE employees freely indicate that they 
are perfectly willing to pay the proper price 
in skill, care, and effort, provided they can 
be confident they know what the proper price 
really is and that the deal is fair all around. 


In order to facilitate the general ac- 
tivity, the chamber of commerce is pre- 
paring a manual for local use. It carries 
a description of techniques that can be 
used in disseminating information among 
business concerns. 





Does Freedom Lie in Dissection? 


HERE is a lot of talk these days about 
the evils of bigness by people 


of the same coin. Whether we had to de- 
velop bureaucratic growth to regulate the 


in both business and government circles. rapid rise of big business, or whether big 
Disagreement seems to lie in the fact that business had to develop that way, in 
each talker is usually pointing to the order to support bureaucratic growth, is 
other fellow’s back yard. A politician an academic question about as futile as 
spouts about the curse of monopolistic the age-old inquiry as to which came 
enterprise and sheds rhetorical tears first—the egg or the chick. The plain 
over the sad but steady disappearance of fact is: We have both and are likely to 
the succulent oysters of small business. have them both for the interminable fu- 
The businessman, over on his side of the ture. That is, unless we are prepared to 
fence, usually sounds off about the para- believe, as does Thomas Hewes, promi- 
sitical growth of bureaucracy, with its nent New England lawyer, in his thought- 
tendency towards despotism and tyranny provoking volume, Decentralize for Ltb- 
over the citizens and taxpayers. erty, that we can actually do something 
Not often do these viewers-with-alarm about it. ‘ 

indicate a recognition of the fact that Hewes is not naive enough to think we 
they are talking about the opposite side can turn back the clock and suddenly en- 
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joy a happy life by cutting ourselves up 
into little pieces. Nor does he believe that 
there is any magic of freedom in midget- 
size per se. He understands that objec- 
tionable “growth,” tumorous though it 
might be, did not happen overnight. It 
came about as a result of a complex de- 
velopment ; and it will have to disappear 
the same way, if it disappears at all. 


ut Hewes does take a courageous 

and perhaps, in spots, impractical 
view that different steps can be taken for 
an orderly retrenchment of our economic 
and political pattern. This to the end that 
a greater proportion of us can enjoy the 
liberty and dignity of simple estates, in- 
stead of making our masses become re- 
signed to the stagnation of beehive so- 
ciety: Even granting that there is mathe- 
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matical economy in large-scale commer- 
cial operation, it must follow that an in- 
creasing proportion of the population 
must transform itself to petty cogs with- 
in the giant machine. It is a choice of 
whether we want to pay less and become 
clerks or pay a little more and run our 
own shops. 

Following parallel lines of retrench- 
ment, in both fields of business and gov- 
ernment, Hewes even suggests doing 
away with the Federal Power Commis- 
sion (to be consolidated under a new De- 
partment of Economics) and the Federal 
Communications Commission (to be 
pigeonholed under the general duties of 
the Department of Interior). All public 
works such as the Bureau of Reclama- 
tion, Tennessee Valley Authority, Bonne- 
ville Power Administration, and so forth, 
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would be blanketed under the Department 
of Economics, at a greatly reduced scale. 
Hewes doubts if he would even include 
the Federal Public Works Administra- 
tion at all, The Securities and Exchange 
Commission likewise seems to be lost in 
the shuffle. 
Here is a brief passage by the author 
on some of these regulatory bodies : 
. .. We are all quite used to pay-as-you-go, 
self-liquidating projects like toll bridges, 
parkways, etc. Everyone is glad to pay the 
small cost for the extra service. That is alla 
railroad really is. It takes in and pays out. 
Personally, 1 am convinced that all rate 
regulation should be abolished for ten years. 
Complaints could be referred to the Eco- 
nomic Court described hereinafter, Let the 
roads fix their own rates. 

The Federal Power Commission is a 
wholly unjustified and expensive interference 
with the free market, operating in fields ade- 
quately protected by the states. Public utili- 
ties are like railroads, and they should be 
encouraged to make money. 

Instead of the costly and repressive Securi- 
ties and Exchange Commission, the general 
purpose could be accomplished by a statu- 
tory statement of policy, severe penalties for 
infractions, and reference of complaints to 
the Economic Court. 


Much though one may disagree with 
Hewes on specific details, the principal 
virtue of the Hewes volume is that it com- 
pels one to think—and to think along 
unconventional and perhaps uncomfort- 
able lines. 


HE author takes our economic, 

political, and social system apart and 
then proceeds to put it back together 
again. He loses many parts in the process 
and adds a few of his own. More than 
one-half of the volume is devoted to 
specific plans for breaking up these con- 
centrations and at the same time improve 
conditions for the entire population. Con- 
siderable interest has been shown by 
businessmen and educators in the au- 
thor’s 5-point plan for action. 

Since decentralization is his aim, it 
might be well to examine the general 
definition given by Mr. Hewes. It means 
that the majority of America’s families 
should eventually own a home with ac- 
cess to a reasonable amount of land. 
Large cities should be spread out as much 
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as possible. Industry should be distrib- 
uted, geographically, so that people will 
find joint opportunity for work in all 
states and communities. Workers should 
be given an opportunity to own all or part 
of the business in which they are engaged. 
Our government, as far as possible, must 
be returned to the neighborhoods, the 
towns, and states of the nation. 

Point I of the “Plan for Action” deals 
with the maintenance of individual liberty 
under the law. Particular attention is 
given to the right to sell one’s goods or 
services without undue hindrance. The 
writer is critical of “combinations of 
business and labor in restraint of trade; 
combinations of business of overpower- 
ing size or the same results from discrete 
associations of business in the same trade ; 
the tyrannical practices of some labor 
unions, and the many current devices on 
all sides to restrict production or em- 
ployment or individual enterprise, or all 
three.” It is contended that the Federal 
and state governments must protect and 
enforce the right to sell goods and serv- 
ices without undue hindrance. 


OINT II of the plan gives recommenda- 

tions with respect to four types of de- 
centralization—economic, political, phys- 
ical, and moral. The writer devotes more 
than fifty pages to economic decentraliza- 
tion. Freedom of the market is his essen- 
tial theme. Recommendations are varied 
and cover a wide range. Burdensome cor- 
porate and personal taxes should be re- 
duced. 

Mr. Hewes would pass a law which 
would forbid any impairment of the free 
market. This law would limit all con- 
cerns engaged in interstate business com- 
merce to one basic type of business. In 
this law exceptions would be made for 
(a) classified codperatives under Federal 
supervision, and (b) businesses subject 
to supervision by the proposed new De- 
partment of Economics because they are 
affected by the public interest. American 
interests should be prohibited from par- 
ticipating in foreign cartels, Recom- 
mended is a reduction of Federal debt 
and keeping what remains in the hands 
of the public. 
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With respect to political decentraliza- 
tion the author suggests the reduction and 
elimination of governmental functions 
wherever possible. In short, it is stated 
that existing governmental services 
should be reorganized, retaining only 
those which cannot be passed back to the 
towns, or individuals, or abandoned. 

Physical decentralization of industry 
and population is discussed only general- 
ly with the suggestion that they be spread 
out from overcrowded areas. Throughout 
the book there is developed a strong un- 
derlying religious trend of thought. For 
example, moral decentralization is termed 
a spreading out of duty as a counterpart 
of privilege. 

Objective of Point III is economic in- 
dependence for the largest number of peo- 
ple. In order to encourage the ownership 
of homes, Mr. Hewes would have created 
in each state a public authority with gen- 
eral powers to buy and sell land and to 
issue its own bonds guaranteed by the 
state. The cost of the homes, including 
land and building, would be financed by 


the authority. The Federal government 
should divorce itself from all interest in 
home building. 

With respect to the spreading of busi- 
ness ownership to those engaged in the 


enterprise, the author would apply 
vigorously all of the methods now used, 
such as encouraging stock ownership. To 
augment this movement it is recom- 
mended that the purchaser of stock be 
given certain contractual guaranties in 
connection with disposing of his stock in 
the form of a repurchase agreement. 
High praise of codperative movements is 
given. 


oInt IV deals with needed public aid 

which does not impair the vitality of 
the free enterprise order. Federal Social 
Security activities do not have the ap- 
proval of the author. Public works that 
involve the acquisition of tangible assets 
by the government are frowned upon. 
Approved, however, are activities stop- 
ping soil erosion, building back our soil, 
improving and planting public land, and 
improving and planting private land at 
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public and private expense, removing 
sewage and waste from our streams and 
rivers, and beautifying the banks of these 
waterways. 

With respect to agricultural aid, it is 
recommended that the Department of 
Agriculture be abolished. It is suggested 
that what is done for agriculture should 
be accomplished through the author’s pro- 
posed Department of Economics. Any 
national economic purpose found by 
Congress to be indispensable to the gen- 
eral good should in the opinion of the 
writer be transferred to the Department 
of Economics, The latter would include 
the present-Departments of Commerce, 
Agriculture, and Labor. Paralleling this 
department would be the Economic Court 
which would have 48 divisions, one for 
each state. Complaints would be brought 
to these courts for decision. 

Point V suggests means for furthering 
the ideas of Mr. Hewes through organi- 
zation and education. Organization to 
spread the ideas would be similar in gen- 
eral to that of any national endeavor of 
this type. Its educational activities would 
start in churches, colleges, schools, or- 
ganizations and associations of every 
kind. Recognized is the fact that the next 
necessary step would be political organi- 
zation, A third party is not the aim of the 
author. He says, “One party will be com- 
posed of voters who believe in freedom, 
opportunity, employment, production, 
and consumption—through codperation 
and individual enterprise, All the people 
who have other ideas (such as happiness 
through statism) will be in the other 


party.” 


R. HEWEs is a Connecticut attorney 
1 who has practiced law for thirty- 
five years. He has held many public of- 
fices in his state, and during the depres- 
sion was engaged in important duties in 
the U. S. Treasury and State depart- 
ments. More recently he has aided the 
Federal government in advisory capaci- 
ties. The inertia of a business system and 
resistance to change, when no crisis ex- 
ists, probably is the greatest deterrent to 
the fulfillment of his ideals. 
—G. M. W. 
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The March of 


Events 


In General 


Krug Protests Private 
Development 


ECRETARY of the Interior Julius A. 
Krug recently opposed a proposal to 
allow the Savannah River Electric Com- 
pany to build, own, and operate the pow- 
er plant of the federally financed Clark 
Hill project. 

“The Federal government is the only 
agency interested in complete river basin 
development,” Krug said in a letter to 
Representative Dondero, Republican of 
Michigan. Dondero is chairman of the 


House Public Works Committee, which 
was holding a hearing on his bill to let 
the company build the powerhouse. 

“Such comprehensive development as 
planned by Army Engineers for the 
Savannah river,” Krug said, “will be 
economically feasible in many cases only 
if all the projects are to be built and op- 
erated by the government.” 

The Savannah river basin develop- 
ment program calls for flood control, 
navigation, and power development of 
the river basin in Georgia and South 
Carolina. It includes 11 dams. 


Arizona 


Condemnation Law Ruled 
Unconstitutional 


4% HE state supreme court last month 
ruled unconstitutional the law re- 
lating to condemnation of public utilities 
by municipalities on the grounds that it 
allows taking of private property without 
just compensation. 

Effect of the opinion was to halt all 
current condemnation proceedings and 
preclude the initiation of others pending 
the enactment by the state legislature of a 


valid condemnation law. Such a law, it 
was said, must set up a method by which 
utilities’ value may be determined up to 
the time they are actually taken over by 
municipalities, which was not possible 
under the invalidated law. 

The decision directly applied to the 4- 
year-old battle of the city of Tucson to 
condemn and acquire the properties of 
the Tucson Gas, Electric Light & Power 
Company. Various phases of this fight 
have been conducted in both state and 
Federal courts. 


California 


Rural Areas Blacked Out 


paw GAs AND E.Lectric CoMPANY 
switches at five substations were 
pulled on March 4th in a power shortage 
crisis and as a result rural areas were 
plunged into an electricity black-out. 
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George V. Footman, manager of the 
power company in Bakersfield, said 
switches were pulled at the company’s 
substations at Rio Bravo, Famosa, Mc- 
Farland, Semitropic, and Wasco at 9.30 
AM. He said the power would remain 
off until 5 pM. 


MAR. 25, 1948 





PUBLIC UTILITIES FORTNIGHTLY 


He said circuits which were critical to 
the protection of public health and safety 
were left open. 

PG&E officials said power would not 
be left off more than three hours in any 
area, although Footman had stated the 
black-out would be effective over an 8}- 
hour period. 

“As the loads became so heavy as to 
endanger our equipment, we pulled the 
switches,” Footman said. 

Farmers of central California at a 
hearing conducted in Fresno on March 
4th repeated demands that the entire state 
be browned out to conserve power. That 
southern California be added to the 
brown-out was urged by most of the fifty 
witnesses testifying before the state pub- 
lic utilities commission, 

Governor Earl Warren, in a telegram 
dispatched on March 5th by Secretary of 
the Interior Krug, was offered new hydro 
power soon to become available at the 
Bureau of Reclamation’s Shasta dam in 
a move to help ease the state’s acute pow- 
er shortage and drought. The telegram 
said in part: 

Present critical power situation in Cali- 
fornia prompts me to offer assistance in 
making available to state of California ad- 
ditional power supply shortly to become 
available at Shasta dam. 

You are familiar with preference clause in 
Reclamation Act of 1939 and Pacific Gas 
and Electric Company’s refusal to consider 
power contract which would permit Bureau 
of Reclamation to give preference in sale of 
electric power to Army, Navy, Air Forces, 
and other Federal establishments, public 
utility and irrigation districts, and other pub- 
lic agencies and codperatives desiring pur- 
chase electricity from Bureau of Reclama- 
tion directly as required by law. 


Krug said it was his view that in 
emergencies such as this “an adamant 
stand by a public utility corporation can- 
not be permitted to affect general welfare 
of the state, its agriculture, or its indus- 


try.” He said it was not necessary to re- 
view reasons for Shasta power and trans- 
mission lines not being available earlier. 
“You know this story well.” 


Free to Abandon Duplicate Line 


e > state legislature this month 
cleared the way for the San Fran- 
cisco Municipal Railway to abandon 
parallel competing lines of the old Mar- 
ket Street Railway. The legislature 
ratified a charter amendment voted by the 
people of San Francisco last November. 
This frees the Municipal system from 
operating restrictions imposed when the 
city bought the private company in 1944. 

At that time provisions were written 
into the charter forbidding the city to 
abandon certain railway services until the 
purchase price for the Market Street 
Railway had been paid in full, 

The recent ratification of last Novem- 
ber’s amendment, following the voters’ 
approval of a $1,900,000 bond issue to 
settle the outstanding indebtedness for 
the railway purchase, completely 
“divorces” Municipal Railway from the 
Market Street Railway. 

The city can now go ahead with elimi- 
nation of obvious duplications of service. 


Municipal Election Defeated 


OUTHERN California’s first municipal 
light and power ownership election 
in seven years was defeated recently 
when Long Beach citizens voted down a 
proposal for city ownership of the utility 
service. Long Beach is served with elec- 
tric power by the Southern California 
Edison Company. The city also is the 
location of the company’s 435,000-kilo- 
watt Long Beach steam station, estab- 
lished there in 1911. 
The vote was 35,102 against municipal 
ownership, and 9,207 for the proposal. 


Illinois 


Gas Ration Order Appeal Filed 
gC b= Illinois Power Company filed a 
petition in the United States Circuit 
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Court of Appeals at St. Louis on March 
6th requesting the court to grant a review 
and a stay of an order by the Federal 
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Power Commission curtailing the supply 
of natural gas received by the company 
from the Panhandle Eastern Company 
for distribution to its customers. 

The power company, which has head- 
quarters at Decatur, Illinois, and serves 
customers in Clinton, Galesburg, Jack- 
sonville, Monmouth, Decatur, Urbana, 
Danville, Knoxville, and Champaign, 
contended that the commission has no 
authority to ration gas or to abrogate the 
company’s contract with the Panhandle 


Company. The commission’s order, an 
ex parte ruling extending several pre- 
vious orders, was issued on November 
25th last, effective until next June Ist. 

The Illinois Company, which serves 
50,500 residential and 4,700 commercial 
users besides 47 industries, stated in its 
petition that lack of gas was causing a 
hardship to its consumers. The shortage, 
it alleged, was due primarily to the Pan- 
handle Company accepting new custom- 
ers without increasing its facilities. 


lowa 


Electric Rate Increase 
Announced 


rN increase in electric rates that will 
affect nearly two hundred Iowa 
communities was announced at Sioux 
City late last month by H, M. Smith of 
Waterloo, vice president of the Iowa 
Public Service Company. The increases 
will be effective with April meter read- 
ings, 

In most towns, the increase will not 
apply to the first 50 kilowatt hours used 
by residential customers and the first 75 
kilowatt hours for commercial use, Mr. 
Smith said. 

Bills of those residential customers 


using more than 50 kilowatt hours will in- 
crease in a range of 1 to 25 cents a month. 
For commercial customers in a number 
of towns, a small increase will be made 
which will bring such rates in line in all 
towns, it was announced. The extra cost 
of those using 75 kilowatt hours or more 
will range from 1 to 90 cents a month. 
The over-all increase will be 2 per cent, 
Mr, Smith said. 

In announcing the increases, Mr. 
Smith said that the company “finally has 
been forced to bow to the pressure of in- 
flation.” He said that operating costs 
have increased considerably since the 
company’s last rate reduction in 1945. 


Kentucky 


REA Debated before Senate 

EA will lose its chance for expansion 

in Kentucky unless electric codpera- 

tives are removed from state public serv- 

ice commission jurisdiction, Edward F. 

Prichard, Jr., Lexington, charged recent- 

ly in a hearing before the senate rules 
committee, 

Prichard, counsel for the Kentucky 
Association of Rural Electric Codpera- 
tives, said commission policy has affected 
REA adversely in three respects. They 
are: (1) Private utilities have been al- 
lowed to serve the cream of rural areas ; 
(2) the commission has failed to take 
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affirmative action to force private utili- 
ties to reduce the wholesale rate on power 
sold to codperatives; (3) the coopera- 
tives believe the commission never will 
grant them permission to build their own 
generating plants and transmission high 
lines, 

James K. Smith, Louisville, executive 
director of the state association, read a 
letter from Jesse K. Lewis, Frankfort, 
Democratic member of the state commis- 
sion, upholding REA’s position. Lewis’ 
term expired January 2nd and he was 
succeeded March 15th by Judge Robert 
M. Coleman, Bowling Green. 
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Charles E. Whittle, Brownsville, Re- 
publican chairman, and Cass R. Walden, 
Edmonton, Republican member, denied 
that the commission has discriminated 
against REA in letter or spirit. On the 
contrary, they asserted REA has pros- 
pered under jurisdiction of the commis- 
sion, 

Whittle said the bill would repeal the 
only statute against discrimination as to 
rates or service. “It invites an orgy of 
favoritism, chicanery, and freebootery 
far beyond that which characterized the 
railroads in the worst part of their early 
days,” Whittle declared. 

Senator Louis Cox, Frankfort, who 
presided at the hearing jointly with Sena- 
tor Henry Ward, Paducah, assured the 
crowded senate chamber the rules com- 
mittee would give the bill “sincere and 
mature consideration.” It was passed 47 
to 23 by the house, and has been in the 
senate since February 16th. 


House Gets FEPC Bill 


EPRESENTATIVE Morris Weintraub, 
Newport Democrat, early this 
month introduced in the state house a bill 
calling for a fair employment practice 
law. The bill stated “The right to work 
without discrimination because of race, 
color, religious creed, national origin, or 
ancestry is hereby declared to be a right 
and privilege of the inhabitants of the 
commonwealth.” 

The measure would provide for ap- 
pointment by the governor of a 3-mem- 
ber commission to enforce the proposed 
law. It could administer oaths, hear 
testimony, examine records and other 
documents relating to complaints of vio- 
lations of the law. It also could “adopt, 
promulgate, amend, and rescind rules and 
regulations suitable to carry out the pro- 
visions” of the law, “and the policies and 
practice of the commission.” 


a 
M ichigan 


Outstate Rate Boost Sought 


HE Michigan Consolidated Gas 
Company has petitioned the state 
public service commission for a 
“temporary” gas rate increase in the cen- 
tral portion of western Michigah. The 
commission was scheduled to consider 
the petition on March 24th, 
Asserting that rates in the affected 
towns now vary widely, the company 


seeks uniform rates in Grand Rapids, 
Muskegon, Mt. Pleasant, Big Rapids, 
and the Greenville-Belding area. An 
estimated 82,000 customers might be 
affected. 

The company contended that it would 
lose $500,000 this year at the present 
rates, which, it explained, were based on 
sale of natural gas, whereas more expen- 
sive manufactured gas has been required 
to meet a serious shortage. 


Mississipp1 


House Approves Gas 
Conservation Measure 


HE state house last month approved 

by a vote of 79 to 37 a far-reaching 

oil and gas conservation measure which 

will create a board with powers to rigidly 

control waste and regulate production of 
oil and gas in the state. 

Final approval by the house was given 

after five hours of debate, in which the 
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measure, originally written by Represent- 
atives Walter Bridgforth, Yazoo county, 
and Gerald Adams, Kemper county, and 
rewritten in the-house conservation com- 
mittee, received only one important 
amendment on the floor. 

The bill was sent to the senate for con- 
sideration by that body. 

Since the discovery of oil in Yazoo 
county in 1939, the oil and gas industry 
in the state has been regulated only by 
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the conservation laws enacted in 1937. 
Many authorities in the oil and gas in- 


dustry in the state had termed the present 


statutes “inadequate and obsolete.” 


A major feature of the new bill is to 
replace the present ex officio board which 
administers the oi] and gas laws with a 
semiofficial, 5-man board, 


- 
New Hampshire 


FPC Approves Plant 
Construction 


HE New Hampshire Cooperative 
Service Association on March 4th 
received the Federal government’s stamp 
of approval for a preliminary permit to 
develop a hydroelectric plant at Webster. 
This means that the codperative will 
have three years in which to draw up 
initial plans for the eventual construc- 
tion of a power plant at Webster to man- 
ufacture electricity from water for New 
Hampshire homes. 
While no opposition was registered at 


hearings in Concord before the Federal 
Power Commission, the codperative was 
expected to encounter stiff resistance if 
it seeks a license to start actual construc- 
tion. 

The report on the hearing shows that 
the codperative plans to raise the Black- 
water flood-control dam at Webster by 
18 feet and install a 12,000-horsepower 
plant with a 10,000-kilowatt capacity. 
The powerhouse will be constructed at 
Snyder’s mill. The 3,140 acres flooded 
by the present Blackwater dam would be 
increased to 4,450 acres if the proposed 
project is carried through, 


New Mexico 


Gas Rate Hike Approved 


(* rates in Las Vegas were increased 
on March 3rd by the state public 
service commission. 

The hike came in commission approval 
of an agreement to raise rates for a 
temporary period of four months dating 
back to January 20th. Officials of the 
Las Vegas Gas Company and protestants 


agreed to the new rates on a trial basis. 
The new rate schedule, which will 
boost the utility’s annual revenue by 
$30,084, will be effective until May 15th. 
At that time, the commission will re- 
sume its hearing on the matter to deter- 
mine if the utility can operate properly 
under the schedule. Whether there would 
be any further protest at that time, com- 
mission officials were unable to say. 


New York 


Third Rate Increase Petition 
Filed 
Tz Brooklyn Union Gas Company 
filed a petition on March 5th with 
the state public service commission re- 
questing its third rate increase in a year, 
while Nassau county officials and con- 
sumers protested increases granted by 
the commission to three other utility 
companies, 
The Brooklyn Company sought a 9 per 
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cent increase in rates, including the mini- 
mum monthly charge, which would add 
$3,200,000 to its annual revenues. Pre- 
vious increases, granted July 25, 1947, 
and last March Ist added $4,400,000 to 
the firm’s annual revenues. The company 
based its new petition on increased 
operating costs. 

Nassau’s official action against mount- 
ing utility charges was set in motion by 
J. Russel Sprague, county executive. 
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Demand for Higher Interest and Dividends 
Is Recognized in Rate Case 


HE Illinois commission ruled that a 
telephone company should be al- 
lowed to earn 54 per cent return if it 
could do so without charging rates so 
high as to cause a substantial loss in cus- 
tomers and usage. The commission said 
that it must consider the fact that the de- 
mand of investors for interest and divi- 
dends in order to invest their money in 
an Illinois public utility is somewhat 
higher than it has been for many years. 
The company had presented evidence 
of fair value on a reproduction cost basis. 
The method of arriving at the valuation 
was Called by the commission “compli- 
cated in the extreme.” 

The company had deducted deprecia- 
tion determined by the inspection method. 
The commission said that, as usual in 
these cases, the inspection method did not 
reveal the depreciation that actually 
exists in the property. 

Evidence of original cost was also 
presented. Adjustments were made to 
bring the figure to a basis for December 
31, 1947. The commission said that, 
since December 31st had passed, a valu- 
ation as at that date was in order. 

The reproduction cost claim was in 


e 


excess of $20,000,000. The commission 
reduced a claim for cash working capital 
because revenues were collected in ad- 
vance. It then decided that the original 
cost valuation was $10,410,650 for prop- 
erty in service at December 31st and 
$14,656,607 for the prospective future. 
The commission concluded : 


Considering the nature of the reproduc- 
tion cost appraisal including the observed 
depreciation, and the relative recency of the 
increase in prices to current peak levels, the 
commission cannot put much emphasis on 
this evidence. However, the company is 
under the obligation to make the additions 
to plant as testified in the record, and the 
commission will see that these additions are 
made for the benefit of the subscribers. In 
order to make these additions, it is necessary 
for the company to raise additional capital 
and this capital can only be raised if the 
earnings on the capital are sufficiently ap- 
parent to investors to warrant their pro- 
viding the needed money. The commission 
is of the opinion that giving effect to current 
reproduction and other intangible elements 
of value to the extent pertinent in the case 
at hand, a reasonable rate base on which 
the company is entitled to earn for the next 
several years should be set at $15,000,000. 


Re Illinois Commercial Teleph. Co. 


(33702). 


Examiner Reversed on Exclusion of Evidence 
In Hearing on Certificate Transfer 


f Sewage for review of an examin- 
er’s rulings excluding certain evi- 
dence in a hearing involving the transfer 
of a motor carrier certificate resulted in 


the issuance of an order by the Pennsyl- 
vania commission reversing a majority 
of the rulings. 4 

At the hearing, counsel for competi- 
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tors objecting to the transfer cross- 
examined the witnesses testifying in its 
favor, during which examination, on ob- 
jection of the carrier, 16 questions were 
ordered withdrawn. 

Fourteen of these questions dealt with 
the number of employees, facilities avail- 
able, the number of trucks which would 
be used, rates to be charged, financial 
situation, and manner of operation. The 
commission ruled that these matters were 
proper material for its consideration and 
reversed the examiner’s ruling. It pointed 
out that these questions were relevant on 


the fitness of the carrier, which is a 
necessary consideration in transfer pro- 
ceedings. Commission upheld examiner’s 
ruling on the other questions and stated: 


Two of the questions, numbers 10 and 11, 
appear irrelevant. 

The two questions are: 

“What rate of pay do you pay your 
drivers?” 

“Are your employees unionized?” 

Both questions deal with matters with 
which the commission has no concern, and 
thus are beyond the scope of the hearing. 


Re Pyle (Application Docket No. 25067, 
Folder 11). 
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Commission May Raise Gas Rate to Government Project 


A GAS company’s application to in- 
crease rates to a government hous- 
ing project was approved by the North 
Carolina commission after the present 
rate was shown to be inadequate to meet 
the cost of production. 

The company supplies gas to the proj- 
ect under a contract with the government. 
The tenants’ rent apparently included gas 
service. To the government’s protest 
against any additional charge, a utility 
witness testified: “that the winter 
months’ consumption compared to the 
summer months’ (almost double) indi- 
cated to his mind that the tenants in these 
projects were using gas for house heat- 
ing, which is not in accord with the con- 
tract which was designed for cooking 
and water heating.” 

The commission recorded its disfavor 
of such a service contract and described 
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it as being tantamount to a subsidy. The 
effect of such an arrangement is to make 
the regular customer pay not only his 
own bill but part of the bill of the sub- 
sidized group. 

The contention of the government was 
that no rate increase could be allowed 
since it would involve an increase in the 
financial obligation of the government 
without equivalent return consideration. 

The commission dismissed this conten- 
tion and ruled: 

This commission is unequivocally vested 
with power to change the rate in any con- 
tract made by a utility under its jurisdiction 
and a customer at any time during the con- 
tract period when in the opinion of the com- 


mission said rate is unjust or discriminatory, 
after notice and hearing. 


Re United States Government Housing 
Project (Docket No. 4273), 


Application to Acquire Waterworks Upheld 


TS Pennsylvania commission de- 
nied a motion to dismiss an applica- 
tion of the borough of McConnellsburg 
for approval of the acquisition of prop- 
erty of the McConnellsburg Water Com- 
pany. The company took the position 
that the application contemplated acqui- 
sition of only that part of property used 
in service to present patrons, while the 
ordinance authorizing the application 


contemplated the purchase of all com- 
pany property used in serving the 
borough and vicinity. 

The borough contended that the appli- 
cation and the ordinance contemplated 
approval of the acquisition of all the 
works and property of the company in 
accordance with law. This, said the com- 
mission, clearly showed an intention by 
the borough to seek such approval in ac- 
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cordance with the statute authorizing burg v.McConnellsburg Water Co. (Ap- 
acquisition. Borough of McConnells- plication Docket No. 71356). 


7 
Through Service Certificate Award Vacated by Court 


COMMISSION order authorizing a 

motor carrier holding two certifi- 
cates to combine them and render 
through service was vacated by the 
supreme court of Oklahoma where no 
finding had been made that public con- 
venience and necessity required through 
service. 

The court quoted the state statute re- 
quiring that a showing of convenience 
and necessity be made before a new serv- 
ice be authorized and concluded: 


Obviously the through service between 
Oklahoma City and Enid, which can be con- 
tinued by Farr under the order of the com- 


mission appealed from, is a new and differ- 
ent service from any service authorized by 
the certificates of convenience and necessity 
held by him. Under the statute above quoted 
such service must be based upon a certifi- 
cate of convenience and necessity authoriz- 
ing that service. Therefore, before granting 
him the right to maintain such service, the 
commission should require him to comply 
with the statute governing the obtaining of 
a certificate of convenience and necessity, 
and if, upon a hearing, he showed by sufhi- 
cient evidence that the public convenience 
and necessity required the granting of such 
permit the commission would be authorized 
to grant it. 


Enid Transfer & Storage Co., Inc. et al. 
v. State et al. 187 P2d 232. 
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Complaining Motor Carrier Ordered to Supply Details 


HE Pennsylvania commission grant- 
ed a motor carrier’s request for an 
order directing a complaining competitor 
to amplify his charges so that the carrier 
might know exactly what violations 
were complained of. It overruled the 
competitor’s contention that the motion 
for a bill of particulars was merely a 
“fishing expedition.” 
The commission pointed out that, 
whether in judicial or administrative 
proceedings, it is an essential element of 


due process that the defendant have 
notice, in reasonable particularity, of the 
violation with which he is charged. The 
commission, after examining the com- 
plaint, described it as “clearly lacking in 
particulars of which the respondent is 
entitled to be informed,” and ordered 
that an amended complaint setting forth 
specific instances of alleged violations be 
filed by the competitor. McNaughton 
Bros. et al. v. Weiss (Complaint Docket 
No. 14283). 
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Conversion to Motorbuses Approved over 


Stockholders’ Objection 


A appeal by stockholders from a low- 
er court dismissal of their suit for 
an order restraining a transit corpora- 
tion from abandoning a substantial part 
of its track mileage in the city of Balti- 
more and substituting motorbuses for 
trolley cars was dismissed by the Mary- 
land Court of Appeals. 

The directors of the company had 
adopted a plan to convert from trolley to 
bus service and vest title to the new 
busses in a wholly owned subsidiary. 
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The city authorities and the state com- 
mission appeared at the hearing and in- 
dicated their approval of the plan. The 
court, at the outset, pointed out that no 
action on the part of either of these 
bodies could in any way change the com- 
pany’s charter or subtract anything from 
the stockholders’ rights. 

Stockholders contended that since the 
corporate franchise related to rail serv- 
ice, the proposed motor service was be- 
yond the corporation’s charter powers. 
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The court pointed out that the grant of a 
franchise to lay rails for trolley cars in 
the public streets was the grant of a 
privilege or a means to an end, not a re- 
striction upon corporate power or upon 
progress, 

Stockholders’ claims that the plan had 
to be approved by them before it could 
be put into effect, and that the plan was 
illegal because of the fact that it would 
change the transit company’s status from 
an operating company to a holding com- 
pany, were rejected by the court. 

The conversion of a transit company 


e 


from trolley to bus service, with its con- 
sequent abandonment of track mileage, 
was within the business powers of the 
directors and not reviewable by the 
courts. The court disposed of the holding 
company question by pointing out that 
the fact that a corporation is a holding 
company does not of itself make it or its 
purposes unlawful, and added: 

In the absence of evidence of any unlaw- 
ful or improper purpose, we need not specu- 
late as to why a subsidiary was used in the 
present plan. 


Warren et al. v, Fitzgerald et al. 


Defective Plan Blocks Consolidation of Constituent Companies 
In Holding Company System 


A= of the constituent companies 
of the Long Island Lighting Com- 
pany system was disapproved by the 
New York commission. While the merg- 
er might be in the public interest if 
carried out on proper terms, the plan 
proposed was deemed objectionable. 


The proposed distribution of stock of 


the consolidated company was called un- 
sound and unfair. 

The capital structure of the consoli- 
dated corporation was frowned upon by 
the commission. For example, the out- 
standing fully paid capital stock of the 
new corporation would not be equal to at 
least two-thirds of the total debt secured 
by mortgage liens on any or all of the 
property. This is required by the State 
Banking Law. 

The proposed certificate of consolida- 
tion provided for preferred stock hav- 
ing a dividend rate of 4 per cent per 
share per annum with a call premium of 
$5 per share. It was noted that such a 
call premium was more than had been 
approved by the commission in any re- 
cent capitalization proceedings. The 
commission said that the premium should 
be reduced to 3 per cent of par value. 

The commission found that the com- 
mon stockholders had no equity in the 
property and that the reconstituted com- 
panies separately or collectively should 
be solely controlled by the preferred 
stockholders. It also decided that the 
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common stockholders were not entitled 
to any part of the securities of the con- 
solidated system. It was further con- 
cluded that the common stockholders 
have no claim for consideration. 

In spite of this, the plan gave the 
common stockholders a share in the new 
capitalization. This common stock, the 
commission observed, never represented 
any investment in the property of the 
holding company. Furthermore, in re- 
cent years the stockholders received 
nearly four times the stated value of their 
stock. Consequently, the commission 
concluded, the preferential treatment in 
character and amount of new securities 
given to the security holders of the Long 
Island Company was unjustified. 

The commission hinted that it would 
approve the consolidation if carried out 
on a proper basis when it said that, if the 
companies were operated as a unit, the 
construction of gas and electric facilities, 
transmission lines, and distribution sys- 
tems could be more wisely developed 
than if it were necessary to keep in 
existence three separate companies. 

The suggestion had been made that, in 
view of the financial needs of the com- 
panies, the commission should pass upon 
the consolidation without regard to the 
terms by which it would be effectuated 
and without regard to the issuance of 
securities which it would involve. The 
commission replied : 
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This suggestion runs directly contrary to 
the uniform practice of this commission for 
many years and is lacking in any appreciation 
of what regulation means and the purposes 
for which this commission was established 
over forty years ago. 

In passing upon any merger or consolida- 
tion, the commission has considered and 
should consider the entire proposal. It must 
finally approve or disapprove a complete 
plan. In every proposal there are usually 
certain respects in which it would be bene- 
ficial to the public and there are other fea- 
tures which are not in the public interest 
and which the commission should therefore 
not permit to become operative. To author- 
ize a merger or a consolidation without re- 
gard to the latter would be quite improper 
and unless the plan as a whole, considering 


a 
Holding Company Simplification Plan Unfair 


N amended plan of reorganization of 
American & Foreign Power Com- 
pany, Inc., was disapproved by the 
Securities and Exchange Commission. 
The commission believed that the plan 
undercompensated the public holders of 
the first preferred stock and overcom- 
pensated the public holders of the second 
preferred. However, a final order was 
withheld to enable the company to amend 
the plan. 

Although the reorganization plan was 
disapproved, it was considered necessary 
to effectuate compliance with § 11(b) of 
the Holding Company Act. Voting 
power was considered to be unfairly and 
inequitably distributed. The common 
stock, which had no equity, earnings- 
wise or assetwise, had 100 per cent of 
the voting power. The commission ob- 
served that inequitable distribution of 
voting power cannot be cured simply by 
transferring voting power to senior 
securities, but that the only adequate way 
to redistribute voting power is by a com- 
prehensive reorganization. 

The commission stated that, in view of 
the risks and uncertainties attaching to 
earnings of subsidiaries, and to problems 
involved in translating them into cor- 
porate earnings of the holding company, 
primary weight should be given to the 
corporate earnings, and relatively little 
reliance should be placed upon the avail- 


every phase, is in the public interest, no 

commission can properly approve. 

Commissioner Eddy, in a separate con- 
curring opinion, compared the powers of 
the state commission with respect to re- 
organizations and mergers with those of 
the Securities and Exchange Commis- 
sion under the Holding Company Act. 
He said that it is in the public interest to 
indicate the commission’s present views 
so that the Securities and Exchange 
Commission could know the points which 
the state commission regards as funda- 
mental. Re Long Island Lighting Co. 
et al. (Case 12213). 


ability of consolidated earnings. The 
company is a solvent company. There- 
fore, primary weight was given to the 
foreseeable earnings of the enterprise 
as a going concern, and the claims and 
priorities of the various classes of securi- 
ties to those earnings. 

The commission alluded to various 
claims against Bond and Share Company, 
the top holding company, which had been, 
or could be, asserted by Foreign Power 
or by the various classes of public stock- 
holders. These claims were considered 
in determining the fairness of the pro- 
posed allocations under the plan. It was 
noted that the plan did not represent a 
settlement of the various claims negoti- 
ated at arm’s length but was merely a 
unilateral determination of the terms 
under which the company was willing to 
settle them. The commission held that 
this circumstance did not preclude it from 
finding the settlement fair and equitable. 
Furthermore, it was not deemed neces- 
sary to assign a specific monetary value 
to each claim. The compromise of the 
claims was deemed fair. 

Counsel for a second preferred stock- 
holder contended that the commission 
was disqualified to pass upon the plan 
and that the staff of the public utilities 
division of the commission was pre- 
cluded from further participation in the 
proceedings. This contention was based 
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upon a press report, at the time of the 
filing of the plan, to the effect that the 
plan was supported by the staff of the 
utilities division. Thus, it was alleged, the 
staff acted improperly and should be dis- 
qualified from participating in the de- 
terminations and that its disqualification 
was imputable to the commission as well. 
The commission said : 


The practice followed by the staff in 
holding conferences with proponents of a 
plan is well established and we think entire- 
ly proper. Similarly, we see no impropriety 
in the public utilities division’s taking posi- 
tions either in favor or against a proposed 
plan. Such action is in no way binding on 
the commission; nor can it be taken to indi- 
cate that the commission has arrived at any 
decision on, or even considered, the matter. 


e 


Where the staff of the public utilities divi- 
sion takes a position in a proceeding, it does 
so as one of the parties to the proceeding and 
its contentions, as well as those of all other 
parties and participants, are heard, their 
arguments weighed, and the record inde- 
pendently considered by the commission. 


The commission refused to pass upon 
contentions that the application of the 
Holding Company Act to Foreign Power 
and to the proposed plan in so far as it 
changed the rights of preferred stock- 
holders was unconstitutional. It held that, 
since it is charged with administration 
of the act, it has no authority to pass 
upon its constitutionality. Re American 
& Foreign Power Co., Inc. (File Nos. 
54-111, 59-12, Release ‘No. 7815). 


Unlimited Taxicab Competition Disapproved 


T= Pennsylvania commission has 
reaffirmed its policy, declared in 
previous decisions, of protecting an 
established taxicab company from 


competition by independent operators. It 


said that it would hold Yellow Cab Com- 
pany of Philadelphia, as the dominant 
operator, fully responsible for the 
maintenance of adequate and satisfac- 
tory service. 

The granting of additional authority to 
operate, said the commission, would be 
detrimental to the further development 
of a coordinated taxicab service in the 
city. The application under consideration 
was one of 96 similar applications filed 
on the same day. They had been grouped 
together for hearing as one proceeding. 
Many other similar applications had 
been filed. 

Testimony was presented to show the 
defects in the present taxicab service, 
and evidence was presented by the taxi- 
cab company to show that it was meeting 
requirements of the public. 

The commission said that it should 
bear in mind that the burden was upon 
the applicants to show (1) that taxicab 
service.in Philadelphia was inadequate, 
and (2) that the granting of certificates 
to individual operators who would not 
render a city-wide telephone service 
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would improve taxicab service in the city. 

No one witness, said the commission, 
undertook to demonstrate how the addi- 
tion of new taxicab operators who 
would not furnish telephone service 
would in any way solve the problem. The 
commission said: 

It seems to have been assumed by all the 
witnesses that an increase in the number of 
taxicabs on the streets, no matter by whom 
operated, is the complete answer to the diffi- 
culty. Unfortunately, the problem is not 
capable of so easy a solution. 


The commission doubted whether any 
system can be devised which will result 
in perfection of service. Adequacy does 
not require that under any and all con- 
ditions the company must be able immedi- 
ately to send a cab on telephone call, or 
that, be the weather fair or foul, a taxi- 
cab must be at any point throughout 
the 130 square miles of the city where a 
would-be patron would like to have it. 
Adequacy, said the commission, is a 
relative term. 

The company’s officers declared that 
an additional number of independent 
operators could have no other effect than 
to impede the efforts of the company to 
improve its codrdinated city-wide service. 
A a (Application Docket No, 69- 
110), 
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Carrier Permitted to Recover Undercharges 


HE North Carolina Supreme Court 

case affirmed the right of a rail car- 

rier to recover undercharges for freight 
shipments. 

A carrier, the supreme court ruled, 

might enter into a private agreement, 

misquote the rate, or negligently fail to 


collect proper charges, but still could col- 
lect for shipments at the established rate. 
The court reasoned that a public duty, in 
addition to the private obligation between 
shipper and carrier, was involved. Aft- 
lantic Coast Line R. Co. v. West Paving 
Co. et al. 44 SE2d 523. 


e 


Other Important Rulings 


HE Federal Power Commission held 

that a corporation proposing to en- 
gage in the production and gathering of 
natural gas and the sale of such gas toa 
transmission company, after recovery of 
liquid hydrocarbons and dehydration 
through its own facilities, would not be a 
natural gas company within the meaning 
of the Natural Gas Act, where there was 
no affiliation between the companies and 
the contract would be an arm’s-length 
transaction. Re La Gloria Corp. (Docket 
No. G-955). 


The Wisconsin commission in denying 
a water district application for authority 
to extend service beyond its limits ruled 
that no statutory authority existed for 
such expansion. Re Crestwood Sanitary 
District (CA-2609). 


The New York commission, in author- 
izing an interim gas rate increase, 
pointed out that demand as an element of 
a gas rate structure generally is being 
eliminated in the state. Re Central Hud- 
son Gas & E. Corp. (Case 13144). 
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RE SOUTHERN BELL TELEPH. & TELEG. CO. 


NORTH CAROLINA UTILITIES COMMISSION 


Re Southern Bell Telephone & Telegraph 
Company 


Docket No. 3763 
January 30, 1948 


PPLICATION for authority to increase telephone rates; in- 
A creased rates authorized. 


Return, § 111— Telephone company. 
1. A return of 5.59 per cent based on capital equity of a telephone company 
is not unreasonable, p. 34. 

Return, § 69 — Interstate telephone company. 
2. The Commission, although providing rates which it deems adequate for 
a telephone company which operates in several states, is opposed to grant- 
ing the company any increase in revenue for the purpose of subsidizing 
losses sustained in other states in which the company operates, p. 35. 

Telephones, § 9 — Jurisdiction of state Commission — Division of toll charges — 

Federal jurisdiction. 

3. The state Commission does not have control over the division of toll 
charges between a parent company and a telephone company operating in 
the state, as the power in this respect is vested in the Federal Communica- 
tions Commission, p. 36. 


Telephones, § 1 — Interstate operation — Financial requirements. 

Discussion, by state Commission, of the necessity of taking cognizance of 
conditions not only within the state but in other states served by a telephone 
company, where the ability to operate successfully in the state depends 
upon the company’s integrity in its corporate capacity, which is marred or 
promoted by the action of individual states, p. 35. 

Return, § 24 — Necessity of attracting capital — Telephone expansion program. 
Discussion of the necessity of a telephone company earning a fair profit 
so that it will be in a position to get new money, needed for an expansion 
program, by the sale of stock or bond issues, p. 35. 


¥ 

APPEARANCES: R.R. Stubbs, H. November 23, 1946, 66 PUR NS 101, 
G. Booth, Jefferson Davis, E. H. Was- the Southern Bell Telephone and Tele- 
son, and Fred J. Turner, for petition- graph Company comes before the Com- 
er; H. C. Wilson Greensboro, and Ben mission and asks that it be granted a 
Cone, Greensboro, for protestants. further increase in its exchange rates 
By the Commission: Pursuant to and for an increase in its charges for 

the order of the Commission issued on certain miscellaneous equipment. 
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In its application petitioner declares : 

“Since the date of the Commission’s 
order of November 23, 1946, supra, 
conditions have materially changed, 
and factors beyond movant’s control 
but which affect the cost of furnishing 
telephone service have continued and 
still continue to operate with an in- 
creasing force so as to further depress 
movant’s intrastate earnings in North 
Carolina.” 

The strike settlement reached in 
May on the strike which extended 
from April 7 to May 10, 1947, it is 
said, increased the company’s wage 
cost assignable to intrastate operating 
expenses in North Carolina by ap- 
proximately $550,000 per year. 

It is also stated that there has been 
a sharp increase in the prices of ma- 
terial, equipment, and supplies used or 
useful in furnishing intrastate tele- 
phone service in North Carolina. 

The financial statements filed by the 
company in its application and at the 
hearing did not, in the opinion of the 
Commission, give a clear-cut picture of 
the earnings of the company as these 
statements were for only a part of 
the year 1947 and included a pe- 
riod in which the wage increases were 
not in effect and the strike was in 
effect. 

At the request of the Commission, 
the company furnished income state- 
ments for the calendar year 1947 in its 
entirety. 

The statements give the following 
information : 

Combined interstate and intrastate 
operations : 

Capital stock equity 

Gross investment 

Depreciation reserve 


Net investment 
Net income 
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Intrastate portion: 

Capital stock equity 

Gross investment 

Depreciation reserve 

Net investment 

Net income 

Another statement on _ intrastate 
operation gave the net income for the 
periods, January to June, 1947, in- 
clusive, and the period for the last six 
months of 1947. 

For the first six months the net in- 
come was shown as $323,545 and the 
last six months as $323,972, giving a 
total for the year of $647,517, same as 
shown in the other statement just re- 
ferred to. 

The new rates proposed by the com- 
pany, it is estimated, would increase 
the company’s gross revenue by ap- 
proximately $680,000 a year. This 
estimated amount when stripped of 
Federal and state income taxes and 


the state’s 6 per cent gross receipts 
tax would give the company a net 
amount of only $372,504. 

[1] This net amount added to the 
present income of the company, shown 
in combined statement for the year 
1947, would produce a net income of 


$1,249,769. Based on the capital 
equity ($22,340,060) the above net 
income would give the company a re- 
turn of 5.59 per cent, which is not 
an unreasonable amount. 

The witness for petitioner testified 
that conditions had materially changed 
since the rate increase granted by the 
Commission in its order of November 
23, 1946, supra. 

He testified to the strike of the 
employees of the company in April- 
May last which brought about a wage 
increase to the company in North 
Carolina of $550,000 on an annual 
basis. 
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He also testified that other operat- 
ing expenses of the company had 
greatly increased and thus had greatly 
depressed the earnings of the company 
to such an extent that the rates re- 
quested were absolutely necessary if 
the company was to continue to pro- 
vide adequate service and to be put 
in position to procure new money 
needed to provide for the great ex- 
pansion program in North Carolina. 
He presented exhibits which showed 
that the company’s net operating in- 
come earnings, under the schedules 
proposed, would not give an unrea- 
sonable return on investment. These 
statements showed that on the basis 
of net average investment the net 
operating income return would be 5.34 
per cent and based on invested capital 
the net operating income return would 
be 5.05 per cent. 

The witness, under a rigid cross- 
examination, went minutely into fi- 
nancial condition of the company. 

Messers. Wilson, and Cone, Greens- 
boro representatives, stated that they 
were not opposing some rate increase 
by the company but they were opposed 
to the “Cross the board” increase pro- 
posed by the company for the reason 
that the 2-party and 4-party rates 
were increased by a greater percentage 
than the single line rates. 

There were no other protestants at 
the hearing. 

In considering this case the Com- 
mission is forced to take cognizance 
of conditions not only in North 
Carolina but in the other eight states 
served by the Southern Bell as the 
company’s ability to successfully op- 
erate in this state depends upon the 
integrity of the company in its cor- 
porate capacity, which is marred or 


promoted by the action of individual 
states. It is therefore apparent that 
what is being done or what is not be- 
ing done in the other states with 
which this state is linked in a cor- 
porate capacity is of vital concern to 
this Commission. 

Official data available to this Com- 
mission shows that in three of the 
nine states in which the Bell operates, 
the company is operating in the red 
and in some other states is on the 
border line. 

This statement shows the net in- 
come for the first nine months of 1947, 
raised to an annual basis, gives the 
company a net income of $3,372,422. 
On the basis of capital stock ($210,- 
000,000) this would give a return of 
1.6 per cent, and on average invest- 
ment less depreciation ($381,304,- 
273) a return of only 0.84 per cent. 

[2] This situation is giving this 
Commission grave concern because it 
is obvious to this Commission that a 
company in this plight is not in a 
position to get new money needed for 
its unprecedented expansion program 
by the sale of stock or bond issues. 
It is, therefore, apparent to this Com- 
mission that unless the several reg- 
ulatory bodies, including this Com- 
mission, provide rates which will pro- 
vide a fair profit to the company the 
expansion program needed will be 
crippled or negated. While this Com- 
mission will provide rates which it 
deems adequate in this case, it wants 
it emphatically understood that it is 
unalterably opposed to granting the 
company any increase in revenue for 
the purpose of subsidizing any losses 
which are sustained or may be sus- 
tained in any other state or states in 
which the company operates. 
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It must be kept in mind that tele- 
phone service is different from that 
rendered by any other utility in that 
all parts of the country are intercon- 
nected. People in this state talk to 
people in other states; people in other 
states talk to people in this state, and 
if the service in any state through 
which their conversation is transmit- 
ted is poor, the whole service is poor 
just as no chain can be stronger than 
its weakest link. 

In North Carolina the expansion 
program for this year calls for the 
expenditure of $15,081,000. This 
fund contemplates the building of 
additions to outside plants, new build- 
ings and land, central office equipment, 
pole lines, installation of stations, and 
additional toll circuits. Thirty-five 
thousand applications for service were 
pending on January 1, 1948. 

The people of North Carolina are 
clamoring for this needed expansion 
and this Commission is anxious to 
see it carried out, believing that the 
increased facilities would add millions 
of dollars of profits to the business 
and other interests of North Carolina, 
while the crippling of the proposed ex- 
pansion program would no doubt 
mean the loss of millions of dollars 
to the people of the state. 

In view of the water-logged situa- 
tion presented above, this Commis- 
sion is anxiously willing to cooperate 
with every state involved in any effort 
to provide rates which will assure the 
company a fair profit. A contrary 
course, in the opinion of the Commis- 
sion, would be like killing the goose 
that lays the golden egg for it is ob- 
vious to even the novice that unless 


the company is put in a position to 
give good service and provide the 
necessary expansion the result would 
be disastrous, not only to the company 
but to the public as well. 

The Commission was impressed by 
the opposition expressed by the 
Greensboro representatives against the 
“Cross the board” increase employed 
by the company, but as a deviation 
from the method employed would 
have necessitated an increase in many 
of the single-line rates the Commis- 
sion did not consider it legal to in- 
crease any rate higher than that re- 
quested by the company and which 
had been duly advertised. 

[3] In its former order the Com- 
mission expressed the opinion that 
additional revenue could be obtained 
by the company if a fairer division in 
toll charges between the parent com- 
pany, the American Telephone and 
Telegraph Company, and the appli- 
cant, was put into effect but as stated 
then, this is a matter over which this 
Commission has no control, the power 
in this respect being vested in the 
FCC. 

The Commission, however, notes 
with satisfaction that since its order 
of last November a greater division 
in toll charges has been given to sub- 
sidiaries and connecting companies 
and we still believe that the parent 
company is getting a larger share of 
toll revenue than it should. 

In view of the above, the Commis- 
sion is of the opinion that the rates 
and charges requested by the petition- 
er, which are considered reasonable, 
should be granted. 
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NEW JERSEY BOARD OF PUBLIC UTILITY COMMISSIONERS 


Re New Jersey Bell Telephone Company 


Docket Nos. 2903, 3236 
November 25, 1947 


NVESTIGATION of schedules filed by telephone company for 
I the purpose of increasing rates; existing rates held inade- 
quate, proposed rates held excessive, and reasonable increase in 

rates prescribed. 


Interstate commerce, § 79 — State Commission regulation — Interstate and intra- 
State telephone service. 

1. The Commission, in passing on an application for authority to increase 
intrastate rates of a telephone company rendering both interstate and intra- 
state service, will confine its findings to the intrastate aspects of the com- 
pany’s business, p. 47. 

Valuation, § 49 — Rate base determination — Current cost estimate. 
2. A current cost estimate reflecting a factoring up of experienced piece- 
meal costs to current cost levels, with a deduction for depreciation deter- 
mined by converting the book depreciation reserve to a current basis by 
applying to it the same ratio used for conversion of plant to a current cost 
basis, is not acceptable as a rate base when there is evidence as to average 
net plant investment; the current cost study provides neither a satisfactory 
measure of what it would cost to construct the plant today nor a satisfac- 
tory measure of the depreciation reserve that would have resulted if the 
property had through the years been stated at current cost levels rather than 
at book cost, p. 47. 


Valuation, § 200 — Current cost estimate — Obsolete or inadequate plant. 
3. Customers should not be expected to pay a return on a factored-up in- 
vestment in obsolete property not generally suited to present day standards 
of telephone service, such as certain manual equipment, and at the same 
time pay rates based upon higher operating costs associated with such 
facilities pending their scheduled retirement, p. 47. 


Valuation, § 39 — Rate base determination — Reproduction cost. 
4. Reproduction cost is at best of doubtful probative value under normal 
conditions, and under conditions where a company is planning to discard 
and replace much of its plant and facilities it is of no real significance; and 
the infirmities involved in a reproduction cost estimate are present to an 
even greater degree in a current cost estimate reflecting a factoring-up of 
experienced piecemeal costs to current cost levels, p. 47. 


Valuation, § 36 — Rate base determination — Average net plant investment. 
5. Findings as to the rate base of a telephone company were based largely 
upon evidence as to average net plant investment, not only because of the 
infirmities in a current cost estimate presented by the company but because 
of the inherent reasonableness of using actual investment as a measure of 
rate base, p. 47. 
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Valuation, § 4 — Rate base segregation — Interstate and intrastate service. 
6. An estimate of total investment of a telephone company engaged in inter- 
state and intrastate business is of little use in a proceeding to determine the 
reasonableness of intrastate rates unless it is separated into interstate and 
intrastate components, p. 49. 

Valuation, § 293 — Cash working capital — Credit for customer advances. 
7. A computation of cash working capital of a telephone company is in- 
consistent with the principle that investors are entitled to a return only on 
the working capital which they provide, when it fails adequately to take 
into account provision of revenues by customers before the utility is re- 
quired to pay its costs, including wages and taxes, p. 50. 


Valuation, § 299.1 — Working capital — Offsets — Tax accruals. 

8. Excise taxes, employee contributions for Federal old age benefit tax, 
and employee contributions for state unemployment insurance, representing 
amounts for which a telephone company merely acts as a collector for gov- 
ernmental authorities, never become the property of the company and can- 
not properly be deemed available for working capital purposes as an offset 
against cash working capital requirements, p. 50. 

Valuation, § 67 — Net plant investment — Effect of wage increase. 

9. An estimate of net plant investment should reflect the effect on invest- 
—_ during the test year, of increased wages resulting from a strike, 
p. 

Return, § 69 — State unit in telephone system — Earnings requirements of system. 
10. Evidence as to system earnings requirements does not necessarily pro- 
vide a proper measure of the earnings requirements of a telephone company, 
one in one state, which is a unit in a nation-wide telephone system, 
p. 53. 

Return, § 26 — Cost of capital — Experienced past earnings. 

11. A claim for equity capital earnings requirements, based on experienced 
earnings over a 25-year period, amounting to a claim that an average of 
such experienced past earnings data provides the exact measure of present 
earnings requirements, is without merit; only by coincidence would the ex- 
perienced past earnings reflect the required level of present or prospective 
earnings, p. 53. ' 

Return, § 26 — Cost of capital — Earnings price ratios. 

12. Studies of the cost of equity capital, based on the use of earnings-price 
ratios (the relationship of earnings to market price), are and should be 
considered in reaching a conclusion as to return requirements, although 
—— not necessarily fix precisely the level of cost of equity capital, 
p. 55. 

Return, § 26 — Significance of capital structure — Absence of debt. 

13. The Board, in determining the return requirements of a telephone com- 
pany which has a 100 per cent equity capital structure, resulting in higher 
Federal income taxes than would be the case if there were some debt capital, 
is not bound by the existing capital structure, but, on the contrary, it must 
consider what the cost of capital would be if the capital structure conformed 
to a pattern which would result in more reasonable over-all costs and yet 
be financially sound, p. 56. 


Return, § 26 — Inter-relation of cost of capital and rate base. 
14. A fair return determination does not require slavish adherence to the 
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theory that no weight should be accorded to current cost of capital, in 
determining rate of return, unless a current cost rate base is adopted, 
p. 56. 


Return, § 15 — Findings as to components. 
15. The Board, for the purposes of a rate decision, need not make specific 
findings as to various components of cost of capital or rate of return, but 
all of the various components involved are given consideration in its final 
conclusion as to the over-all fair rate of return, p. 57. 


Return, § 111— Telephone company. 
16. A return of 5.6 per cent applied to a net plant investment rate base 
was held to constitute a fair return for a telephone company, p. 57. 


Return, § 69 — Telephone company — Segregation of intrastate revenues. 
17. An estimate of the revenue level of telephone rates on a total company 
basis, standing alone, cannot be effectively utilized in a rate determination 
which felates only to intrastate business, p. 57. 


Revenues, § 2 — Future estimate — Effect of strikes. 
18. The effect of restricted business activity of a telephone company due 
to a telephone strike is of a nonrecurring nature, and, accordingly, its omis- 
~— estimates of revenues in a rate proceeding is entirely proper, 
p. 57. 


Intercorporate relations, § 15 — Intercompany contract — Board approval — Ef- 
fect of statute. 
19. A license contract, between a telephone company and a parent company, 
which purports to cover services, licenses, and privileges, is subject to the 
provisions of the statute requiring the Board’s approval, although the con- 
tract was entered into before enactment of the statute, p. 59. 


Intercorporate relations, § 15 — Contract between affiliates — Payments limited 
_ to fair compensation. 
20. No contract between affiliated companies for services may be approved 
if the price fixed for such services exceeds fair compensation, p. 59. 


Expenses, § 87 — Payments to parent company — License contract. 

21. A fair allowance representative of the cost of rendering services to a 
telephone company, under a contract with a parent company purporting to 
cover services, licenses, and privileges, is properly includable in operating 
expenses when the services are in the main beneficial and valuable to the 
telephone company and its customers, although the contract has not been 
approved as required by statute, p. 60. 

Expenses, § 87 — Payments to parent company — Telephone license contract. 
22. Exclusion of laboratory costs of a parent company from license con- 
tract costs, in determining the allowance for payments by a telephone com- 
pany for services rendered by the parent, is not justified when based on 
the claim that such costs are more appropriately chargeable to an affiliated 
manufacturing company whose prices for equipment sold to the telephone 
company would thereby be increased and would tend to offset the reduction 
in license contract costs, p. 61. 


Expenses, § 87 — Payments to parent company — License contract — Income 
tax of parent. 

23. No portion of the Federal income tax liability of a parent company, 

supplying services to a telephone company under a license contract, is 
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assignable to the license contract costs allowable as an operating expense 
of the subsidiary, p. 61. 


Expenses, § 87 — Payments to parent company — License contract — Return on 
investment. 
24. A return on the investment of a parent company in furniture and other 
physical properties devoted to rendering services to a subsidiary telephone 
company under a license contract is includable in costs chargeable as an 
operating expense of the subsidiary, p. 62. 


Expenses, § 87 — Payments to parent company — License contract — Return for 
working capital. 
25. No allowance is includable for the return of a parent company on cash 
working capital, in determining costs chargeable as an operating expense 
of a subsidiary with which the parent company has a license contract for 
rendering services, where an appropriate allowance has been made for cash 
working capital as part of the rate base of the subsidiary, p. 62. 


Expenses, § 87 — Payments to parent company — Return on funds held available. 


26. No allowance should be included in license contract cost for return on 
funds held available by a parent company for operating subsidiaries where 
there is no provision in the license contract which obligates the parent to 
make loans to licensees and a subsidiary telephone company pays interest 
on funds actually advanced, p. 62. 


Expenses, § 49 — Employee welfare. 
27. A reasonable allowance may be made in the operating expenses of a 
telephone company for sickness and other special relief payments to em- 
ployees, as well as costs associated with other employee welfare activities, 


p. 
Expenses, § 49 — Employee pension fund — Actuarial basis. 


28. Amounts representative of the current accrual required to provide for 
employee pensions on an actuarial basis should be allowed as an operating 
expense when payments are made under an agreement with a trust com- 
pany setting up a pension trust fund irrevocably dedicated to the payment 
of pensions to company employees, p. 63. 


Expenses, § 49 — Employee pension fund — Amortizing portion of current ac- 
crual. 


29. The so-called amortizing portion of current accrual paid into an em- 
ployee pension fund, representing adjustments made from time to time to 
provide for differences between assumed actuarial conditions upon which 
pension accruals are calculated and the realized experience, is includable in 
operating expenses, p. 63. 


Expenses, § 49 — Employee pension fund — Freezing charge — Unfunded actu- 
arial liability. 

30. A so-called “freezing charge,” representing the amount paid into an 
employee pension fund to arrest the growth of the unfunded portion of the 
actuarial reserve requirement, should be allowed only in part as an operat- 
ing expense when the amount of the unfunded actuarial liability (which 
largely fixes the amount of the freezing charge) has greatly increased be- 
cause of the company’s failure, over a period of years, to take steps to 
arrest its growth, p. 63. 
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Depreciation, § 28 — Annual allowance — Remaining-life method. 
31. A difference of approximately 8 per cent between depreciation reserve 
requirement and actual reserve does not necessarily warrant departure from 
the straight-line method, in effect for calculating depreciation, by calculat- 
ing depreciation expense on the so-called remaining-life method, which has 
the effect of distributing any estimated present excess of deficiency in re- 
serve equally over the estimated remaining life of the property, and this is 
particularly true when the full amount of the accumulated depreciation 
reserve is deducted in determining the rate base, p. 65. 

Depreciation, § 24 — Annual allowance — Limitation to present rates. 
32. Calculation of straight-line depreciation of telephone property by using 
proposed depreciation rates which had not received the approval of the 
Board was disapproved, and depreciation resulting from application of pres- 
ent depreciation rates was allowed, p. 65. 


Expenses, § 46 — Charitable contributions. 
33. Contributions and donations to support such organizations as the Red 
Cross, Community Chest, and Boy Scouts should not be allowed as an 
operating expense chargeable to customers, p. 66. 


Expenses, § 112 — Franchise tax — Burden on interstate business. 
Statement that while assignment of a portion of the gross amount of the 
franchise tax of a telephone company to interstate business is not without 
merit from an equitable viewpoint, there is doubt as to the legality of im- 
posing a portion of the state franchise tax on the interstate aspects of the 
business, p. 67. 


> 


APPEARANCES: Thomas Glynn tion of N. J., and Commerical Tele- 


Walker, Frederick W. Nixon and Ed- 
ward L. Blackman, for the New Jer- 
sey Bell Telephone Company; Walter 
D. Van Riper, Attorney General, 
Harold A. Price and Benjamin C. Van 
Tine, Deputy Attorneys General, for 
the state of New Jersey; Byron E. 
Harding and Charles M. Dineen, for 
the United States of America, through 
the Treasury Department, Bureau of 
Federal Supply; Thomas L. Parson- 
net and Harry A. Pine, for the cities 
of Newark, Elizabeth, and Camden; 
William A. Schlosser and Dudley A. 
Schlosser, for Public Utility Users 
Association, Inc.; Henry Mayer and 
Abraham Weiner, for Telephone 
Workers Union of N. J., Telephone 
Accounting Workers Union of N. J., 
Traffic Telephone Workers Federa- 


phone Workers Union of N. J.; 
Michael J. Bruder, for town of Har- 
rison; John M. B. Ward and George 
Dimond, for city of Paterson; Louis 
Thornton Klauder, for N. J. Hotel 
Association; Frank H. Sommer, 
Daniel deBrier, and Joseph Harrison, 
Deputy Attorneys General, for Board 
of Public Utility Commissioners. 


By the ComMIssIon : 


Initiation of the Proceeding 

On January 6, 1947, the New Jer- 
sey Bell Telephone Company (here- 
inafter sometimes referred to as “Com- 
pany” or “New Jersey Bell”), a New 
Jersey corporation and public utility 
company subject to the jurisdiction 
of this Board, filed with the Board a 
revision of the rates and charges pro- 
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vided for in its existing Exchange and 
Intrastate Toll Tariffs to become ef- 
fective on February 7, 1947. The 
Company’s filing indicated that the 
proposed revised rates would have the 
effect of increasing gross revenues by 
approximately $10,700,000 annually. 
The filing was assigned Docket No. 
2903 and the Board, by appropriate 
orders issued under RS 48 :2-21, sus- 
pended the proposed rates pending 
hearing and determination. 

During the pendency of the hear- 
ings in Docket No. 2903, the Compa- 
ny’s employees struck for higher 
wages. The strike, which lasted from 
April 7 to May 20, 1947, was settled by 
increasing wages and providing other 
benefits. On July 2, 1947, on which 


date hearings were as yet not con- 
cluded in Docket No. 2903, the Com- 
pany, for the asserted purpose of off- 


setting the additional wage costs, sub- 
mitted a new rate filing to become 
effective August 7, 1947. The rates 
in this new filing were designed to 
produce an annual revenue increase 
of $16,152,000, which amount in- 
cludes the revenue increase sought in 
the filing in Docket No. 2903. The 
new filing was assigned Docket No. 
3236, and the new proposed rates were 
suspended by the Board pending hear- 
ing and determination. 

Both filings referred to above in- 
dicate that the Company gave notice 
of its intention to increase rates to its 
customers by means of bill inserts and 
newspaper advertisements. 

The transcript and exhibits in- 
troduced in Docket No. 2903 were 
deemed relevant and material to the 
determination of the issues presented 
by the filing in Docket No. 3236, 
therefore, said transcript and exhibits, 
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by stipulation of counsel, were made 
a part of the record in Docket No. 
3236. 


Rate Changes Proposed by the Com- 
pany 

Principal changes involved in the 
proposed rates include an increase of 
5 cents in basic rates for intrastate toll 
calls up to 45 miles and 10 cents for 
calls covering greater distances. The 
Company proposes, however, to elim- 
inate toll charges between intrastate 
points where at present a 5-cents toll 
charge applies, by extending local call- 
ing areas to include present 5-cents 
toll points. In connection with the 
latter proposal, restricted area ex- 
change service would be discontinued 
and all service would be rendered on 
an extended area basis. In many ex- 
changes the customer now has the op- 
tion of taking either restricted area 
service or extended area service. 
While the monthly rate for restricted 
area service is presently lower than for 
extended area service, customers who 
take restricted area service must pay 
the regular toll charge on all calls to 
points outside the restricted area 
whereas extended area customers have 
a broader calling range before toll 
charges are applicable. This proposed 
elimination of restricted area service 
would make possible operating econ- 
omies. While the record does not 
reflect the amount of such economies, 
the Board will give consideration to 
this situation in reaching its conclu- 
sions as to the return and revenue re- 
quirements. 

In the case of local exchange serv- 
ice, the proposed rates have a widely 
varying effect on individual custom- 
ers, depending principally on the 
amount and character of equipment 
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they have, the class of service sub- 
scribed for and the exchange in which 
they are located. The present ex- 
change or local service rates were es- 
tablished in 1925 on a graduated scale 
related to the number of telephones 
in each exchange. There has been 
no regrading for growth since the 
rates were established. Under the 
proposed rates increases would be pro- 
portionately larger in those areas 
which have experienced such rapid 
growth that regrading, even under the 
1925 graduated scale, would call for 
substantially higher rates. 


Alleged Need for Additional Revenue 
In explanation of the necessity for 
an increase in rates, the Company’s 
filings mentioned, among other things, 
that payroll, the principal item of tele- 
phone expense, has risen approximate- 
ly 250 per cent in the period from 1939 
to 1946 and that further increases in 
payroll would be experienced in 1947; 
also that the prices of materials and 
equipment used in furnishing tele- 
phone service rose substantially dur- 
ing the same period. This situation, 
the Company’s filings further indicate, 
has brought about a decline in earn- 
ings despite the fact that the Company 
during the war years and since has ex- 
perienced the largest volume of busi- 
ness in its history. As a result the 
Company asserts that it needs the 
additional revenues to be produced by 
the proposed increased rates “. 
to enable it to earn a fair return upon 
the fair value of its property used and 
useful in the public service; to enable 
the Company to earn a return suf- 
ficient to assure confidence in the fi- 
nancial integrity of the Company’s 
business and of the Bell Telephone 
System of which the Company is a 
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part; and to provide earnings to main- 
tain its credit position and to attract 
sufficient new capital to finance its con- 
struction program.” 

The construction program referred 
to above is stated to involve an out- 
lay of some $200,000,000 for the 5- 
year period ending in 1950 to enable 
the Company to adequately meet de- 
mands for telephone service. 


Description of the Company 
New Jersey Bell Telephone Com- 
pany, whose principal office is located 
at 540 Broad street, Newark, New 
Jersey, is a wholly owned subsidiary 
of the American Telephone and Tele- 
graph Company (hereinafter some- 
times referred to as ‘“American”) 
which also controls a system of op- 
erating telephone companies through- 
out the country generally referred to 
as the Bell System. In addition, 
American, among other interests, has 
a research and development subsidiary 
known as Bell Telephone Labora- 
tories, Incorporated (hereinafter 
sometimes referred to as “Labora- 
tories”), and a telephone equipment 
manufacturing and sales subsidiary 
known as Western Electric Company, 
Incorporated (hereinafter sometimes 
referred to as ‘““Western”). Labora- 
tories, among other things, is purport- 
edly engaged in certain research and 
development activities which Ameri- 
can assumes to carry on pursuant to 
the license contract, hereinafter de- 
scribed. Western provides practical- 
ly all of the equipment and supply 
requirements of the New Jersey Bell 
Telephone Company and other Bell 
System companies by selling them 
directly products of its own manufac- 
ture or by acting as purchasing agent 
for the many products which such 
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companies require and which Western 
does not manufacture. 

New Jersey Bell Telephone Com- 
pany has, since October 1, 1927, sup- 
plied local and toll telephone service 
throughout the state of New Jersey 
with the exception of a few rural areas 
which are served by several relatively 
small telephone utilities. Prior to 
1927 telephone service in the portion 
of the state generally south of Tren- 
ton was furnished by The Delaware 
and Atlantic Telephone & Telegraph 
Company and telephone service in the 
northern portion of the state was fur- 
nished by the New Jersey Division of 
New York Telephone Company. 
Both of these companies were sub- 
sidiaries of American. 

Effective October 1, 1927, New 
York Telephone Company sold all of 
of its property, franchises, and rights 
located in New Jersey to The Dela- 
ware and Atlantic Telephone & Tele- 
graph Company and the latter, by 
change of name, thereafter assumed 
the style “New Jersey Bell Telephone 
Company.” The effect of the 1927 
transaction was to create one state- 
wide Bell System Company serving 
New Jersey with service area bound- 
aries corresponding with the state 
boundaries except for the independent 
company areas previously mentioned. 
American’s stock control and owner- 
ship were not affected by the afore- 
mentioned transaction. 

The Company furnishes a compre- 
hensive telephone service to its cus- 
tomers in its service area. As at 
December 31, 1946, the Company 
served a total of 1,167,379 telephones, 
of which 388,043 were business and 
779,336 were residential telephones. 

The nature and volume of the Com- 
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pany’s total business are indicated by 
the following revenue data for the 
year 1946: 


Class Amount Per Cent 
Local service revenues. $52,412,825 57.5 
Toll service revenues .. 35,764,559 39.1 
Directory advertising 

and sales 28 
Other miscellaneous 
revenue 0.6 


__ 


100.0 


The Company’s outstanding capital 
securities consist only of common 
stock. All of this stock, amounting 
to $140,000,000 par value, has been 
issued at par to American and is still 
held by the latter. Capital required 
by the Company for additions and bet- 
terments has in the past been ad- 
vanced by American in the form of 
loans which have been repaid from 


time to time from Company funds or 
by the issuance of common stock at 
par to American. 


Participants in the Proceeding 

Public hearings were held in this 
cause at the board’s offices in Newark 
on forty-five days between February 
10, 1947, and August 20, 1947. The 
Company in support of its filings 
produced as witnesses a number of 
its officers and members of its staff, 
as well as members of the staff of its 
parent company, the American Tele- 
phone and Telegraph Company, and 
members of the staffs of its affiliates, 
the Western Electric Company, and 
Bell Telephone Laboratories. 

The Company was actively opposed 
in this proceeding by the state of New 
Jersey, appearing through its attorney 
general Walter D. Van Riper and dep- 
uty attorneys general Harold Price 
and Benjamin Van Tine. As a result 
of a special appropriation approved by 
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the legislature and the governor, the 
state was able to obtain the services 
of engineering and financial experts 
who made studies of and testified with 
respect to many matters at issue in 
this proceeding. 

On request of the state, the Federal 
Communications Commission made 
available for consultation and _ par- 
ticipation as witnesses certain mem- 
bers of its staff who have specialized 
in various aspects of the telephone in- 
dustry. 

While several other appearances 
were entered in opposition to the Com- 
pany’s filings, only the cities of 
Newark, Elizabeth, and Camden, and 
the United States Government 
through its Treasury Department, ac- 
tively participated in the proceedings 
by cross-examination of Company 
witnesses and production of affirma- 
tive testimony. The New Jersey 
Hotel Association produced a witness 
who limited his testimony to the rea- 
sonableness of the present and pro- 
posed pricing of telephone service to 
hotels. In all, thirty witnesses tes- 
tified and the record consists of 6,520 
pages of testimony and 356 exhibits. 
Briefs were submitted on behalf of 
the Company, the cities aforemen- 
tioned, the United States Government, 
and the state of New Jersey on the set 
date, September 19, 1947, and all of 
the aforementioned parties participat- 
ed in the oral argument on October 6, 


1947, 


Selection of a Test Year 

In proceedings such as the present, 
arising out of filings of increased 
rates, it is appropriate to ascertain 
first whether existing rates have be- 
come unjust and unreasonable. In 
this respect the Company’s brief con- 


tains the following contention: “The 
Company contends that the existing 
rates, which have not been increased 
since 1925, have become unjust and 
unreasonable in that they fail to pro- 
duce an adequate return. On this 
point there is apparently no disagree- 
ment among the parties.” (Italics 
supplied. ) 

The underlined [italicized] portion 
of the above quotation does not ap- 
pear to accurately represent the posi- 
tion of all of the objectors. A review 
of the record and briefs indicates that 
the question as to whether the level 
of earnings to be expected from pres- 
ent rates is unreasonably low is def- 
initely at issue in this proceeding. In 
this connection the Board has given 
consideration to the period that should 
be used to test the reasonableness of 
the return from present rates. The 
Company introduced evidence as to 
revenues, expenses, and rate base for 
the years 1939 to 1946, inclusive, as 
well as an estimate for these items for 
the year 1947. It appears from the 
record that the Company in seeking 
to establish that present rates are un- 
reasonably low and to justify its 
claimed additional revenue require- 
ments based its claim in the main es- 
timates as to revenue, expenses, and 
rate base for the year 1947. In these 
estimates the Company excluded the 
effect of restricted business activity 
which resulted from the strike during 
the months of April and May of 
1947, 

Cyrus G. Hill, who appeared as an 
expert witness on behalf of the state, 
presented testimony and exhibits re- 
flecting his estimate of revenues under 
present rates, expenses and invest- 
ment not only for the year 1947 but 
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also for the years 1948-1950, inclu- 
sive. John Bauer, who appeared in 
behalf of the cities of Newark, Cam- 
den, and Elizabeth, also introduced es- 
timates of operating results for each 
year of the period from 1947 to 1950, 
inclusive. As in the case of the Com- 
pany estimate, neither Hill nor Bauer 
reflected in their 1947 estimates the 
restricted business activity that result- 
ed from the strike. 

In many rate proceedings operating 
results for the year prior to the in- 
stitution of the rate proceeding (in 
this case the year 1946) offer a satis- 
factory yardstick for testing the rea- 
sonableness of existing rates. Here, 
however, we are confronted with a 
situation where all parties agree that 
revenues, expenses and investment will 
in 1947 vary materially from levels 
for these items in 1946. Hence, the 
year 1946 cannot alone and without 
substantially adjusting the operating 
results, appropriately be used as the 
test period. This leaves for consid- 
eration the year 1947 and succeeding 
years through 1950. While opera- 
tional abnormalities admittedly existed 
in 1947, Hill assumed in his estimates 
that these abnormalities would to a 
substantial extent also be experienced 
in the period from 1948 to 1950. His 
estimates also indicate that the pro- 
spective rate of return during each 
of the years of this latter period would 
not vary materially from that indicat- 
ed in his estimate for the year 1947. 
In the light of the foregoing, the Board 
considers that the estimates presented 
by various witnesses relating to op- 
erating results for the year 1947, ex- 
clusive, however, of the effect of re- 
stricted business activity caused by the 
strike, afford the most acceptable 
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basis for judging the reasonableness 
of present rates. 


General Statement of the Issues 

A review of the record and briefs 
indicates there is disagreement be- 
tween the Company and the objectors 
on many factors which enter into a 
determination as to the reasonable- 
ness of present and proposed rates. 
This disagreement covers such mat- 
ters as rate base, the rate of return to 
be allowed, the revenues that present 
rates will produce and the reasonable- 
ness of claimed allowances for ex- 
penses. In the latter category there 
is particularly sharp disagreement as to 
includability in expenses of all or even 
a part to the Company’s payments to 
American under the license contract, 
as well as to the Company’s claimed 
allowances for provision for pension 
of employees, for depreciation ex- 
pense, and for contributions to chari- 
table and welfare activities. 

It should be observed that most of 
the exhibits in this case were prepared 
prior to and during the recent wage 
negotiations and strike of telephone 
workers and do not reflect resulting 
wage increases. To avoid confusion 
that might attend an attempt to con- 
form or adjust all exhibits pertain- 
ing to results of operations to the new 
wage rates, the Board will deal with 
the issues presented in this case on a 
2-phase basis. In the first phase the 
effect of the recent wage increases will 
be excluded, and the second phase will 
reflect the impact of these wage in- 
creases on revenue requirements. Un- 
less otherwise noted, figures herein- 
after used are not intended to reflect 
the effect of the recent wage in- 
creases. 
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Separation between Intrastate and In- 

terstate 

[1] Before proceeding with the dis- 
cussion of the issues presented in this 
case it should be noted that the Com- 
pany is engaged in furnishing both 
intrastate and interstate service. The 
rates at issue in this proceeding, how- 
ever, relate only to intrastate service. 
Pursuant to its contention that only 
the intrastate aspects of its business 
are subject to this Board’s jurisdiction, 
the Company has apportioned or sep- 
arated investment in plant, revenues, 
and expenses between intrastate and 
interstate business. Separation pro- 
cedures adopted by the Company 
follow generally the pattern promul- 
gated by a nation-wide committee 
composed of representatives of vari- 
ous state and Federal regulatory agen- 
cies who have studied this matter over 
a period of years. The state, in its 


apportionments between intrastate and 
interstate business also generally fol- 
lowed the separation procedures pro- 
mulgated by the aforementioned com- 
mittee. 


In its decision in Smith v. Illinois 
Bell Teleph. Co. 282 US 133, 75 L ed 
255, PUR1931A 1, 7, 51 S Ct 65, 
the United States Supreme Court 
stated: “The proper regulation of 
rates can be had only by maintaining 
the limits of state and Federal juris- 
diction, and this cannot be accom- 
plished unless there are findings of fact 
underlying the conclusions reached 
with respect to the exercise of each 
authority. “i 

Accordingly this Board under the 
circumstances of this case, will con- 
fine its findings to the intrastate aspects 
of the Company’s business. 


Rate Base 


Company's Dual Approach 

[2-5] The Company presented two 
rate bases computed by different 
methods. The first rate base is desig- 
nated in the Company’s exhibits as 
Average Net Plant Investment. It 
was obtained by taking the intrastate 
portion of average investment in fixed 
capital (as per books for past periods, 
and estimated for future periods) and 
deducting the intrastate portion of the 
depreciation reserve recorded on the 
Company’s books. To this was added 
the actual or estimated cost of the 
intrastate materials and supplies and 
an allowance for working cash capital 
equal to 2 of the intrastate annual 
expenses exclusive of taxes, depre- 
ciation, and net wiring loss. For 
the year 1947 the Company estimated 
its average net investment rate base 
at $151,944,000. The Company in- 
troduced in evidence a large number 
of exhibits in which it relates operat- 
ing income for various periods to rate 
base in order to arrive at indicated 
rate of return. In all of these exhibits 
the Company used Average Net Plant 
Investment as the rate base. In its 
brief, however, the Company refers 
extensively to indicated rate of return 
on a rate base designated by it as the 
“Current cost rate base.” The rec- 
ord indicates that Winfred A. Taylor, 
appraisal engineer for the Company, 
prepared an estimate of the amount of 
plant cost which would have been in- 
curred if the current prices for ma- 
terials and labor had prevailed at the 
time the plant was actually construct- 
ed. To obtain the depreciated cur- 
rent cost, Taylor first converted the 
book depreciation reserve to a current 
basis by applying to it the same ratio 
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he used for conversion of plant to a 
current cost basis and then deducted 
this converted depreciation figure 
from his estimate of gross current cost 
of plant. Computed in this manner 
the depreciated current cost of intra- 
state plant in service at April 1, 1947, 
and on the basis of prices prevailing 
on the same date, is estimated by Tay- 
lor at $212,821,000. The April first 
date heretofore referred to was ap- 
parently not strictly adhered to since 
it appears from Taylor’s testimony 
that he reflected in his estimate in- 
creased material costs and increased 
wages that resulted from the strike 
during April and May of this year. 
The Company’s claim as to the 
amount of the current cost rate base 
is summarized in a footnote at page 
53 of its brief, viz.: “Current cost 
rate base of $220,494,000 was arrived 
at by adding the sum of §2,624,000 
materials and supplies, $5,071,000 
working cash capital and negative 
$22,000 Telephone Plant Acquisition 
Adjustment (as shown on Exhibit 
P-257) to the figure of $212,821,000 
testified to by Mr. Taylor as the de- 
preciated current cost of intrastate 
plant.” 


Infirmities of the “Current Cost’ Ap- 

proach 

This current cost estimate is not to 
be confused with a cost of reproduc- 
tion estimate which envisions whole- 
sale reproduction of the plant at cur- 
rent price levels. The present plant 
was built on a piecemeal basis. 
Present book costs reflect cost of piece- 
meal construction. The Company’s 
current cost estimate reflects a factor- 
ing up of experienced piecemeal costs 
to current cost levels. That piecemeal 
construction costs are higher than 
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wholesale construction costs is well 
known. The extent to which piece- 
meal and wholesale construction costs 
may differ is indicated by the testi- 
mony of Company witness Oliver W. 
Tuthill who testified that during the 
period 1941-1946, the average cost 
per wire mile of exchange aerial cable 
placed under specific estimates (larger 
jobs) was $15.60, while for the same 
period and the same class of plant the 
cost per wire mile under routine es- 
timates (smaller jobs) was $63 or 
approximately 400 per cent greater 
than in the case of large jobs. 

The significance of the 400 per cent 
excess of cost of piecemeal over vol- 
ume construction becomes all the 
more apparent when it is considered 
in relation to Tuthill’s testimony to 
the effect that 32 per cent of all ex- 
change aerial cable installed during 
the period 1941-1946 represented 
small job installations under so-called 
routine estimates. Such testimony 
shows that current cost on a whole- 
sale construction basis for a substan- 
tial portion of plant may very well be 
below rather than above the invest- 
ment as per books. 


It should also be observed, as illus- 
trated in the United States Govern- 
ment brief (page 28), that the con- 
version of the depreciation reserve by 
applying the same ratio as that used in 
converting plant investment (Taylor’s 
short-cut method) tends to result in 
a significantly lower depreciation re- 
serve and hence in a higher net cur- 
rent cost than would have been ob- 
tained by a more precise calculation. 

Because of these considerations, the 
Board is of the opinion that the Com- 
pany’s current cost study provides 
neither a satisfactory measure of what 
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it would cost to construct the Com- 
pany’s plant today, nor a satisfactory 
measure of the depreciation reserve 
that would have resulted if the prop- 
erty had, through the years, been stat- 
ed at current cost levels rather than 
at book cost. 

Quite apart from the foregoing, the 
Company’s present construction and 
equipment replacement program in- 
dicates that the Company now con- 
siders certain existing plant items to 
be obsolete or inadequate. Customers 
should not be expected to pay a re- 
turn on a factored-up investment in 
obsolete property not generally suited 
to present-day standards of telephone 
service, such as certain manual equip- 
ment, and at the same time pay rates 
based upon higher operating costs as- 
sociated with such facilities pending 
their scheduled retirement. 


Under normal conditions reproduc- 


tion cost is at best of doubtful proba- 
tive value but under the conditions 
here, where the Company is planning 
to discard and replace much of its 
plant and facilities, it is of no real 
significance. The infirmities involved 
in a reproduction cost estimate are 
present to an even greater degreé in 
a current cost estimate such as that 
presented by the Company in this case. 


Reasonableness of the Average Net 
Plant Investment Approach 
Therefore, the Board deems it ap- 

propriate to base its findings as to rate 

base largely upon evidence in the 
record as to average net plant invest- 
ment. This appears reasonable not 
only because of the infirmities in the 

Company’s current cost estimate here- 

tofore pointed out but because of the 

inherent reasonableness of using ac- 


[4] 


tual investment as a measure of rate 
base. Utilities are not able to pick 
and choose the periods when they will 
install plant. If the servicing of the 
public requires the installation of addi- 
tional facilities, the utility may not 
defer the investment merely because 
price levels appear high. Under con- 
ditions in the postwar period, utilities 
have found that meeting the public’s 
demand for service has required the 
installation of considerable additional 
plant at price levels higher than those 
which prevailed before the war. The 
use of an investment rate base under 
such circumstances is sound from the 
standpoint of both the customer and 
the utility. 

[6] As heretofore mentioned, the 
Company introduced evidence as to 
average net intrastate plani invest- 
ment in 1947. Hill and Bauer also 
introduced estimates of plant invest- 
ment for the same period. The Bauer 
estimate is stated only on a total Com- 
pany basis, i. e., it includes invest- 
ment in plant devoted to interstate as 
well as intrastate business. The same 
comment applies to the Bauer es- 
timates of revenues and expenses. 
However, in this proceeding we are 
confined to a consideration of the in- 
trastate aspects of the Company’s 
business, and hence an estimate of 
total investment, while interesting, is 
of little use unless it is separated 
into interstate and intrastate compo- 
nents. 


Estimates of Average Net Plant In- 

vestment 
The following table shows in con- 
densed form the Company’s and Hill’s 
estimate of intrastate Average Net 
Plant Investment for the year 1947: 
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Average Total Telephone Plant 


Less: Average Depreciation and Amortization Reserves 


Average Total Plant Less Reserves 
Materials and Supplies 
Average Working Cash Capital 


Average Net Plant Investment 


It is noted from the above that the 
Company estimated average total 
plant and reserves at higher levels 
than Hill but that the resultant figures 
for Average Total Plant Less Re- 
serves are in substantial agreement. 

It will also be observed that Hill 
did not include in his estimate any al- 
lowance for cash working capital and 
that this accounts in the main for the 
difference between the Company’s and 
Hill’s estimate as to Average Net 
Plant Investment. 


Cash Working Capital 

[7, 8] The reasonableness of the 
Company’s claimed allowance for 
cash working capital must therefore 
be considered. Evidence as to work- 
ing capital requirements was intro- 
duced by Aaron Wallace for the Com- 
pany and David A. Kosh, who testi- 
fied on behalf of the United States 
Government. Wallace’s conclusion as 
to cash working capital requirements 
for the year 1947 amounts to $5,071,- 
000, as reflected in the foregoing tab- 
ulation. Kosh, on the other hand, 
came to the conclusion that no allow- 
ance in the rate base for cash working 
capital is warranted in this instance, 
even after giving effect to allowances 
for collection bank account balances 
and disbursement bank account bal- 
ances. The philosophy underlying 
Kosh’s approach is summarized in the 
Treasury Department’s brief, as fol- 
lows: “As a matter of principle, 
working capital provided by investors 
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Hill 
$229,849,014 
85,679,557 


$144, 169,457 
2,539,271 


Company 
$234,007,000 
89,758,000 


$144,249,000 
’ ,000 
5,071,000 
$151,944,000 $146,708,728 


is, at its proper amount, to be included 
in the rate base. In other words, in- 
vestors are entitled to a return on 
the working capital which they pro- 
vide. The amount of the working 
capital to be so included, however, is 
a matter of fact to be determined upon 
the basis of competent evidence.” 

“If investors must, in fact, provide 
funds to run the business until cus- 
tomers pay for the services they re- 
ceive, then a cash working capital re- 
quirement exists. If, on the other 
hand, customers provide revenues be- 
fore the utility pays its costs, includ- 
ing wages and taxes, then to the ex- 
tent that customers have provided such 
funds, investors have not been re- 
quired to supply their funds in order 
to carry those expenses.” 

The quoted statement accords with 
the principles heretofore applied by the 
Board in other instances. 

The method followed by Wallace 
in his cash working capital compu- 
tations was hereinbefore described. 
The Company’s method is inconsistent 
with the aforementioned statement of 
principles, particularly in that it fails 
adequately to take into account pro- 
vision of revenues by customers be- 
fore the utility is required to pay its 
costs including wages and taxes. The 
best recommendation that the Com- 
pany offered in support of its method 
of computing cash working capital is 
that its method is “simple” and “or- 
thodox”. Such support does not, in 
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the Board’s opinion, meet the burden 
of proof. 

Kosh’s working capital testimony 
is the only evidence in this case that 
is generally consistent with applicable 
principles relating to determination 
of amount of cash working capital 
properly includible in the rate base. 
However, the Board does not deem 
that all of the tax accruals claimed 
by Kosh in Exhibit U. S.-10 as an 
offset against cash working capital 
requirements are proper. We have 
reference here to Federal excise taxes, 
employee contributions for Federal old 
age benefit tax, and employee con- 
tributions for state unemployment in- 
surance. These taxes represent 
amounts for which the Company mere- 
ly acts as a collector for governmental 
authorities. The money thus collect- 
ed never becomes the property of the 
Company and the Board does not con- 
sider that such collections can properly 
be deemed available for working 
capital purposes by the Company. By 
disallowance of these tax items as 
offsets to cash working capital require- 
ments the Board finds a cash working 
capital requirement, includible in the 
rate, base, of $1,767,817. 


Finding As to Rate Base 

[9] As indicated by the table pre- 
sented earlier in this section, the Com- 
pany estimate of net plant investment 
exclusive of cash working capital was 
only slightly higher than the corre- 
sponding estimate by Hill. For pur- 
poses of fixing the rate base, the Com- 
pany’s figure for this item will be 
adopted since it reflects the effect on 
1947 investment due to increased 
wages resulting from the strike, 
whereas Hill’s estimate was prepared 
prior to the strike and contained no 


adjustment for such increased wages. 
In adopting the Company figures an 
adjustment in the deduction for de- 
preciation and amortization reserves 
is in order since the Company’s deduc- 
tion in this respect is based upon ac- 
cruals for depreciation during 1947 
under proposed depreciation rates 
which have not as yet been approved 
by this Board. From Company tes- 
timony it appears that the increase in 
the depreciation reserve for the year 
1947 under the proposed rates would 
be some $404,000 more than under 
existing depreciation rates. 

In the light of the foregoing, the 
3oard’s findings as to rate base for 
the test year 1947 may be summarized 
as follows: 


Average Net Plant Investment as 
per Exh. P-257 

Less: Company’s claimed allow- 
ance for 

Cash Working Capital... 


$151,944,000 


5,071,000 
Subtotal $146,873,000 
Add: Board’s allowance for Cash 
Working Capital 
Adjustment of Deprecia- 
tion Reserve 


1,767,817 
404,000 


$149,044,817 
Board’s finding as to rate base .. $149,045,000 


Profits of Western Electric Company 

Some comment appears appropriate 
as to testimony with respect to the 
reasonableness of Western Electric’s 
prices and profits. As has heretofore 
been mentioned, much of this com- 
pany plant investment represents pur- 
chase cost of facilities acquired from 
or through the Western Electric Com- 
pany. Experts for both the cities and 
the state suggested that plant invest- 
ment may be inflated as a result of 
alleged excessive Western Electric 
profits. Bauer introduced no objec- 
tive evidence in this respect but Hill 
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introduced testimony and exhibits to 
the effect that Western Electric earn- 
ings are at a relatively higher level 
than those of certain other manufac- 
turing companies which he deemed to 
be reasonably comparable. On the 
other hand, company experts intro- 
duced evidence to the contrary and 
also introduced voluminous testimony 
to the effect that Western Electric 
prices were generally lower than those 
of independent telephone equipment 
manufacturers. The testimony intro- 
duced by both the company and ob- 
jectors as to Western Electric prices 
and profits is inconclusive. The ob- 
jectors claim no deduction on this 
account in arriving at the rate base 
and it is quite obvious from the rec- 
ord that more extensive studies than 
those presented in this case are re- 
quired to afford a basis for determin- 
ing the reasonableness or unreason- 
ableness of Western Electric’s prices 
and profits. 


Rate of Return 


Evidence on Behalf of Company 

In support of the reasonableness of 
the level of earnings expected to result 
from application of the proposed rates, 
the Company offered as a witness its 
president, Chester I. Barnard, who 
testified that the fair rate of return 
was 7 per cent. He offered no ob- 
jective evidence as to the present cost 
of capital to an individual operating 
unit such as the New Jersey Bell Tele- 
phone Company. His only objective 
evidence on the general subject of re- 
turn requirements related to the re- 
turn requirements for the Bell System 
as a whole. This latter evidence un- 
derlies the contention of the Company 
that its return requirement is meas- 
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ured by its proportionate share of to- 
tal Bell System earnings require- 
ments. 

On Exhibit P-94 the over-all Bell 
System rate of return requirement is 
calculated at 6.47 per cent, based on a 
capital structure which, as at Decem- 
ber 31, 1946, included approximately 
38.4 per cent of fixed charge or debt 
capital and 61.6 per cent of equity 
capital. Here we use the term “fixed 
charge capital” to include both debt 
capital and a relatively small amount 
of preferred stock. In calculating the 
over-all Bell System return require- 
ment of 6.47 per cent, the fixed charge 
capital requirements were computed 
at the rate of 2.95 per cent and equity 
capital requirements at the rate of 8.67 
per cent. 

The fixed charge rate of 2.95 per 
cent is the calculated percentage rela- 
tionship for the year 1946 of total an- 
nual Bell System fixed charge require- 
ments to face amount of Bell Sys- 
tem fixed charge capital. Exhibit 
P-94A, which presents the basic data 
for computation of the fixed charge 
rate of 2.95 per cent, shows that this 
rate is the composite result of averag- 
ing fixed charge requirements on in- 
dividual issues of debentures and 
mortgage bonds with coupon rates 
ranging from 2.58 per cent to 5 per 
cent and on a preferred stock issue 
with a dividend rate of 6 per cent. 

Exhibit P-94C indicates that the 
Company proceeded to calculate the 
equity capital rate of 8.67 per cent 
in the following manner. First it com- 
puted for each year from 1920 to 
1945, inclusive, the percentage rela- 
tionship of consolidated earnings per 
share of American common stock to 
consolidated equity per share. The 
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percentage relationship so computed 
was then averaged for the period 
1920-1945, inclusive, and separately 
averaged for the period 1920-1926, 
inclusive. The averages for these two 
periods were 7.8 per cent and 9.53 
per cent, respectively. The mean of 
these averages, or 8.67 per cent, was 
adopted as the equity capital rate. It 
is noted that the Company’s method 
of calculation has the effect of giving 
quintuple weight in the averaging 
process to the relatively higher con- 
solidated earnings-book equity ratios 
for the years 1920-1926, inclusive. 
Although it appears from the Com- 
pany’s presentation that the cost of 
fixed charge capital is substantially 
lower than that of equity capital and 
although it further appears that a 
number of large Bell System operat- 
ing units in other states have sub- 
stantial amounts of fixed charge capi- 
tal in their capital structures, it is 
noted that New Jersey Bell’s present 
capital structure consists entirely of 
equity capital. It is further noted that 
Barnard took the position that the in- 
troduction of debt capital into the 
New Jersey Bell Telephone Com- 
pany’s capital structure would be un- 
sound. In the absence of evidence 
that New Jersey Bell’s financial posi- 
tion and outlook is relatively less fa- 
vorable than that of other Bell System 
units, Barnard’s position in this re- 
spect appears, as heretofore indicated, 
to be inconsistent with action taken by 
a number of other Bell System operat- 
ing companies as well as the American 
Telephone and Telegraph Company 
with respect to introduction of debt 
into their capital structures. Such 
testimony as was introduced by Bar- 
nard with respect to capital structure 


does not, in the opinion of the Board, 
convincingly establish the reasonable- 
ness of his position. 

As before noted, Barnard also tes- 
tified as to the proportionate share of 
Bell System earnings requirements 
that should be furnished by New 
Jersey Bell. In effect, New Jersey 
Bell’s earnings requirements would, 
under his theory, be established by 
multiplying Bell System earnings re- 
quirements by the percentage relation- 
ship of the New Jersey Company’s net 
investment in plant to the net invest- 
ment in plant for the Bell System as a 
whole. 


[10] To proceed on this theory 
would, as a first step, require a de- 
termination by the Commission of Bell 
System earnings requirements. In 
this connection it should be noted that 
there are practical if not legal limita- 
tions on the ability of this Board to 
undertake effective investigation of the 
Bell System earnings requirements. 
We do not consider that evidence as 
to such earnings requirements neces- 
sarily provides a proper measure of 
the New Jersey Bell Telephone Com- 
pany earnings requirements. How- 
ever, since this type of calculation rep- 
resents the only objective approach 
introduced in evidence in this proceed- 
ing by the Company as to the method 
of determining its earnings require- 
ments, we deem it appropriate to make 
some observation with particular ref- 
erence to the portion of the calcula- 
tion relating to equity capital earnings 
requirements. 

[11] As has been pointed out, Bell 
System’s equity capital earnings re- 
quirements as claimed by the Compa- 
ny were developed from the relation- 
ship of experienced earnings per share 
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of common stock to book equity per 
share of common stock over the period 
of 1920-1945 inclusive. This amounts 
to a claim by the Company that an 
average of such experienced past earn- 
ings data provides the exact measure 
of present earnings requirements. In 
our opinion this contention is without 
merit. It appears to us that only by 
coincidence would the experienced 
past earnings reflect the required level 
of present or prospective earnings. 
The question naturally arises as to 
whether such a contention would have 
been advanced if average earnings in 
the past period had been at substan- 
tially lower levels. We think not. 


The picture is further distorted by 
the undue weight accorded by the 
Company, through its adopted averag- 
ing process, to the period 1920-1926, 


when relatively high earnings were ex- 
perienced. Had the Company used a 
simple rather than a weighted average 
for the entire period covered by its 
study, the indicated equity capital rate 
would have been 7.8 per cent and the 
over-all indicated rate of return re- 
quirement as shown on Exhibit P-94 
would have been reduced to approxi- 
mately 5.95 per cent. While the Com- 
pany alleges comparability of the pres- 
ent to the 1920-1926 period on the 
ground that both reflect periods of con- 
siderable plant expansions, money 
costs today are admittedly lower than 
in the 1920-1926 period. 

If the Company adopted the aver- 
age results for a more recent period 
of years, such as the period from 
1935-1946, inclusive, the indicated 
average equity capital rate would have 
been 7.06 per cent and the indicated 
over-all rate of return requirement 
would be approximately 5.5 per cent. 
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It would appear from the foregoing 
that under the Bell System earnings 
requirements theory, the Company 
could calculate as high an over-all rate 
of return requirement as 6.47 per cent 
only by according quintuple weight to 
the earnings per share in the 1920- 
1926 period. In our opinion the rec- 
ord in this case does not justify this 
method of calculation. 

The Company called as a witness, 
Dr. Lionel D. Edie, who testified in a 
general way as to the expected supply 
and demand for capital in the future 
and as to some factors which he be- 
lieved affected investors’ appraisals of 
investment risks. He testified, among 
other things, that there was only a 
limited amount of new capital to go 
around, that there was going to be 
stiff competition for this new capital. 
He further testified that 

“ . . and, if the New Jersey Bell 
attempts to raise capital direct, rather 
than going through the American 
Telephone System, in my judgment it 
will be more difficult for this indi- 
vidual separate company to raise the 
capital than it would be for the Amer- 
ican Tel.” 

We note that Edie used the term 
“more difficult” and not “more ex- 
pensive.” In this connection it is in- 
teresting to observe that although 
Edie was represented to be an out- 
standing expert in his field, the Com- 
pany, as far as the record in the case 
indicates, neither sought nor offered 
his opinion as to the cost of capital 
to the American Telephone and Tele- 
graph Company or to New Jersey Bell. 
This may be accounted for by the fact 
that Edie frankly admitted that he 
made no study of the New Jersey Bell 
Telephone Company. 
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Evidence on Behalf of Objectors 

The state, the cities, and the United 
States Government presented expert 
witnesses who testified as to the cost 
of capital. Dr. Ralph E. Badger and 
Dr. J. Rhoads Foster testified for the 
state. Dr. John Bauer testified for 
the cities and David A. Kosh for the 
United States Government. These 
witnesses introduced in evidence 
studies that each had independently 
prepared relating to the present cost of 
capital to the New Jersey Bell Tele- 
phone Company. The state and Unit- 
ed States Government witnesses de- 
termined separately the cost of debt 
capital and the cost of equity capital, 
and combined these costs to arrive at 
their respective estimates of over-all 
cost of capital. The witness for the 


Cost of debt capital 
Cost of equity capital 
Over-all cost of capital 
Approximate Percentage of Debt in Adopted 

Capital Structure 

Dr. Badger also introduced an esti- 
mate of the cost of capital based on the 
assumption that the capital structure 
be composed of 46.5 per cent of debt, 
15.68 per cent of preferred stock, and 
37.82 per cent of equity capital. For 
this capital structure he estimates the 
cost of capital at 4.55 per cent. Fi- 
nancing and associated costs are in- 
cluded in the aforementioned cost of 
capital figures. Many exhibits and 
much testimony were-introduced by 
the witnesses for the state and the 
United States in explanation of the 
manner in which they approached their 
respective cost of capital studies and 
in support of the reasonableness of the 
conclusions reached by them. It 
should be noted that the witnesses 


cities also made separate determina- 
tions as to debt and equity capital costs 
but did not combine these components 
to arrive at an over-all cost of capital 
rate. He proceeded on the assump- 
tion that a 5 per cent return on the 
par value of outstanding stock would 
be sufficiently attractive to investors 
provided that the security of the re- 
turn was enhanced by the creation of 
an equalization reserve. However, in 
this respect it should be noted that the 
Board has no power to provide for 
creation of an equalization reserve by 
its sole action. 


The cost of capital evidence of the 
state and United States Government 
witnesses is summarized in condensed 


form in the following table: 
State U. S. Government 
Kosh 
2.75% 
5.83%-6.68% 
44% -4.7% 


Foster 
2.65%-2.82% 
6% -6.83% 
4.56%-5.04% 


6.70% 
4.75% 


45% 50% 


identified their testimony, referred to 
in the above table, as “cost of capital 
rates’ and not rates of return. As to 
this distinction, the position taken by 
the United States Government is as 
follows : 


“The cost of capital is the largest 
and most significant factor in the de- 
termination of the rate of return and 
may in particular cases well be equal 
to the rate of return. In order to be 
conservative the rate of return may be 
set somewhat higher than the cost of 
capital.” 


Significance of Earnings-Price Ratios 

[12] Cross-examination and argu- 
ment indicated that the Company was 
particularly opposed to the use by the 
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state and Government witnesses of 
earnings-price ratios in the determina- 
tion of the equity capital component in 
their cost of capital studies. The earn- 
ings-price ratio for a stock reflects the 
relationship of earnings to market 
price. In the studies prepared by the 
state and United States Government 
witnesses, earnings-price ratios are 
used as a measure of the equity capital- 
ization rate required by investors. The 
Company contends that little reliance 
should be placed upon earnings-price 
ratios because there are many factors 
other than current earnings which in- 
fluence the market price of a stock. 
The testimony and exhibits indicate 
that the aforementioned cost of capital 
witnesses were aware of the fact that 
other factors than earnings affect 
market price and also that such factors 
were recognized in their approach and 
conclusions. 

While this Board does not consider 
that cost of equity capital studies such 
as those introduced for the state and 
the United States Government neces- 
sarily fix precisely the level of cost of 
equity capital, the Board nevertheless 
is of the opinion that such objective 
studies are relevant and material and 
should be considered in reaching a con- 
clusion in cases such as the present. 


Significance of Capital Structure 
[13] The Company also appeared to 
be critical of the use by the aforemen- 
tioned witnesses of capital structures 
which contained as much as 45 per 
cent to 50 per cent of debt capital. 
The Company suggests the Bell Sys- 
tem capital structure as the appro- 
priate model for the telephone indus- 
try. It is noted, as heretofore men- 
tioned, that the Bell System had more 
than 38 per cent of debt in its capital 
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structure as at December 31, 1946, 
The substantial spread between equity 
capital and debt capital costs suggests 
the use of debt financing within rea- 
sonable limits. While the Board does 
not consider debt ratios in the 45 per 
cent to 50 per cent range as extreme 
it does not deem it necessary, for pur- 
poses of this decision, to establish a 
specific debt ratio for the New Jersey 
Bell Telephone Company. 

As already indicated New Jersey 
Bell has no debt securities outstanding 
and all of its equity capital securities 
are held by the American Company. 
Therefore, there is no trading in the 
securities of New Jersey Bell and con- 
sequently there is no direct market 
appraisal of the cost of capital to that 
Company. Under the present tax 
laws the 100 per cent equity capital 
structure results in higher Federal in- 
come taxes than would be the case if 
there was some debt capital. In the 
situation so confronting us the Board 
is not bound by the existing capital 
structure. On the contrary it must 
consider what the cost of capital would 
be if the capital structure of the Com- 
pany conformed to a pattern which 
would result in more reasonable over- 
all costs and yet be financially sound. 


Inter-relation of Cost of Capital and 
Rate Base 

[14] The Company makes the fur- 
ther contention that if the aforemen- 
tioned cost of capital rates are to be 
used at all, they are only applicable to 
current cost rate base. The corollary 
to the Company’s contention is that 
no weight should be accorded to cur- 
rent cost of capital in determining rate 
of return unless a current cost rate 
base is adopted. There is no need to 
burden this decision with a prolonged 
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discussion of the theory involved in 
the Company’s contention. It suffices 
to state that this Board does not deem 
that a fair return determination in this 
case requires slavish adherence to the 
theory suggested by the Company. 
We do not have to reach back very 
many years to find a period when for 
many utilities both the then current 
cost of money and current construction 
costs were at levels significantly lower 
than costs experienced in other periods 
when substantial portions of plant 
were constructed. To have applied 
such a theory as the Company now 
suggests in the aforementioned cir- 
cumstances could have seriously im- 
paired the financial integrity of the 
utilities so affected. 


Under pricing 
The Company also appears to con- 
tend that the state and United States 


Government cost of capital witnesses 
either completely failed to recognize 
or failed to adequately recognize in 
their equity cost of capital estimates a 
factor referred to as “underpricing.” 
The record, however, indicates that 
these witnesses considered this factor 


in reaching their conclusions. The 
Company’s contention in this respect 
is based largely on the testimony of its 
witness L. Chester May. The latter 
did not introduce a cost of capital es- 
timate of his own but only attempted 
to evaluate one of many factors of 
such an estimate, viz.: underpricing. 
His conclusion was based on calcula- 
tions founded in part on a theory of 
probability as to the direction of price 
movements in the stock market. 
[15] The Board does not deem it 
necessary for purposes of this decision 
to make specific findings as to various 
components of cost of capital or rate of 


return, but all of the various com- 
ponents involved will be given con- 
sideration in its final conclusion as to 
the over-all fair rate of return. 


Finding as to Rate of Return 

[16] After careful consideration of 
the testimony and exhibits, the con- 
tention of the various parties as well 
as the current condition in the money 
market, this Board has come to the 
conclusion that a 5.6 per cent rate of 
return applied to the rate base hereto- 
fore adopted will constitute a fair re- 
turn under the circumstances in this 
case. 


Revenues under Present Rates 


Estimates by Company and State 

[17] In order to arrive at a conclu- 
sion as to whether existing rates have 
become unjust and unreasonable, it is 
obviously necessary to estimate the 
revenue level that can reasonably be 
expected under present rates. The 
Company, the state, and the cities in- 
troduced in evidence such revenue es- 
timates for the year 1947, which is the 
year we will use as a test period. The 
cities’ estimate is on a total Company 
basis only and for the reasons indicat- 
ed in the rate base section of this de- 
cision, such an estimate standing alone 
cannot be effectively utilized in a de- 
termination which relates only to in- 
trastate business. 

[18] The Company estimated in- 
trastate revenues from present rates 
for the year 1947 at $77,111,000. 
The state’s corresponding estimate is 
$81,429,022. Restricted business ac- 
tivity due to the telephone strike in 
the early part of 1947 is not reflected 
in either of the above estimates. The 
effect of such restricted business ac- 
tivity is of a nonrecurring nature and 
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accordingly its omission from the es- 
timates is entirely proper. 

The difference of over $4,300,000 
in these estimates highlights the im- 
portance in this case of the revenue de- 
termination. 

The record contains no explanation 
by Company witnesses of the manner 
in which the Company arrived at its 
revenue estimate for 1947 as set forth 
in Exhibit P-128A. On the other 
hand, the record does show in consid- 
erable detail the manner in which the 
state’s 1947 revenue estimate was de- 
veloped. 

Mr. Hill, who prepared estimates of 
total as well as intrastate revenues for 
the state, checked his total revenue 
estimate by multiplying the actual rev- 
enues for the first quarter of 1947 by 
the ratio of the full year revenues of 
1946 to the first quarter revenues for 


1946 and compared the result with his 
estimate for 1947. He testified that 
this check served to support his esti- 
mate of total revenues since the check 
result was only $40,000 lower than 


his estimate. The Company contends 
that Hill’s check as aforementioned 
was not accurately computed and that 
corrected for inaccuracies, it would 
have indicated that his total revenue 
estimate was high by a substantially 
larger amount. 

The Company further contends that 
the ratios of annual to first quarter 
revenues for various classes of service 
used by Hill in the aforementioned 
check calculation are abnormally high 
due to the unusual growth pattern ex- 
perienced in 1946. 


Board’s Conclusion 

Actual experience is obviously the 
best test of an estimate. The Board 
has before it information as to the ac- 
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tual intrastate revenues for the first 
quarter of 1947. Reported actual rev- 
enues for the second quarter of 1947 
are abnormally low due to the work- 
stoppage resulting from the strike and 
such revenue data obviously does not 
afford a useful guide as to the normal 
revenue level for this quarter. The 
Board, however, has available in its 
files Company monthly reports which 
reflect the intrastate revenues for the 
third quarter of 1947. The aforemen- 
tioned actual revenues for the first and 
third quarters provide an appropriate 
basis for testing the reasonableness of 
the Company and state 1947 revenue 
estimates. 

From an analysis of the foregoing 
data, the Board is of the opinion that 
the Company’s revenue estimate was 
unduly pessimistic, that the state’s es- 
timate was over optimistic, and that 
the sum of $79,000,000 is a reasonable 
estimate of the intrastate revenue level 
to be expected from present rates dur- 
ing 1947, excluding the effect of such 
abnormalities as resulted from the re- 
cent strike. 


Operating Expenses 


The Various Estimates 

The Company, the state, and the 
cities introduced in evidence estimates 
of operating expenses for the year 
1947, which as has heretofore been 
mentioned, is being used in this case 
as the test period. The cities’ esti- 
mate was prepared and submitted on a 
total Company basis only. The inap- 
plicability of the cities’ estimate for 
purposes of this case, has heretofore 
been commented on. 

The Company’s estimate is reflected 
in summary form in Exhibit P-128A 
and in somewhat more detail in Ex- 
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hibit P-260. The state’s estimate is 
reflected in Exhibit S-30. Both esti- 
mates properly purport to exclude the 
effect of the work-stoppage due to the 
strike. Neither of these estimates re- 
flects the effect of the last round of 
wage increases. The latter matter will 
be dealt with subsequently in this de- 
cision. 

An analysis of these estimates indi- 
cates very close agreement between 
the Company and the state in totals of 
expense items for 1947 designated as 
Maintenance Expenses, Traffic Ex- 
penses, Commercial Expenses, Gen- 
eral Office Salaries and Expenses, and 
Other Expenses (exclusive of General 
Services and Licenses and Relief and 
Pensions). The Company estimate 
for these items amounted to $51,- 
987,000 and the state’s estimate, $51,- 
887,541. The difference of only two- 
tenths of one per cent in these 
estimates appears to clearly negative 


a contention advanced by the Com- 
pany in its brief that the state’s esti- 
mate was “honey-combed” with er- 


rors. In view of the small difference 
in the estimates the Board, for pur- 
poses of this decision, will accept the 
Company’s estimate for these items. 

In addition to the aforementioned 
expense items, the Company claims 
allowance in Operating Expenses for 
items designated as General Services 
and Licenses, Relief and Pensions, as 
well as Depreciation, Contributions, 
and Taxes. 


The License Contract 

[19, 20] The item “General Services 
and Licenses” covers payments made 
by New Jersey Bell Telephone Com- 
pany to American Telephone and 
Telegraph Company under the provi- 
sions of the license contract which pur- 


ports to cover services, licenses, and 
privileges. 

The actual payment made by the 
Company under the license contract is 
calculated by applying 1.5 per cent to 
the Company’s gross revenue (less un- 
collectible revenues and revenues from 
teletypewriter exchange service). 

The state urges that the entire li- 
cense contract payment computed as 
above indicated should be disallowed 
as an operating expense, alleging that 
it comes within the provisions of R.S. 
48 :3-7.1, and that the Company has 
never secured this Board’s approval of 
said contract as required by the stat- 
ute referred to. Wholly apart from 
this contention the state further urges 
that if any allowance is deemed prop- 
erly includable in intrastate operating 
expenses for services rendered under 
the license contract, that such allow- 
ance should not exceed $500,414, the 
amount calculated by Hill and reflect- 
ed in his Exhibits S-30, Table L. 


The Company contends that this 
aforementioned statute which was first 
enacted in 1935 operates prospectively 
and not retroactively and that the said 
contract having been entered into on 
May 29, 1930, was not affected by the 
act. 

The Company further contends that 
the services it receives under the li- 
cense contract are valuable and benefi- 
cial to it and in turn to telephone cus- 
tomers, that the payments made by it 
for said services are reasonable and 
in fact less than the cost to the Ameri- 
can Telephone and Telegraph Com- 
pany of providing said services and 
that these circumstances justify inclu- 
sion of the entire payment under the 
license contract as an operating ex- 
pense. 
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After consideration of contentions 
of the parties as to the applicability of 
R.S. 48 :3-7.1 to the license contract, 
which contentions are set forth in 
more detail in special briefs on this 
point filed by counsel for the state and 
the Company, the Board is of the opin- 
ion that the contract as it now stands 
comes within the purview of the stat- 
ute and that the payment for services, 
established by the contract at the rate 
of 1.5 per cent of gross revenues, 
would not, except by coincidence, be 
representative of fair compensation 
for the services rendered. Under pro- 
visions of the statute, no contract for 
services which comes within its pur- 
view may be approved if the price 
fixed exceeds “fair compensation.” 


Cost of Providing the License Con- 
tract Services 

To highlight the vice inherent in 
the payment arrangement provided 
for by the contract, it appears suffi- 
cient to point out that under the pro- 
visions of the contract the 1.5 per cent 
rate would apply to any increase in 
revenues authorized by the terms of 
this decision regardless of whether 
there was any corresponding increase 
in the cost of rendering the services 
covered by the contract. 

[21] The aforementioned consider- 
ations are not, however, dispositive of 
the question whether any allowance is 
properly includable in operating ex- 
penses for services rendered under the 
license contract. The Board recog- 
nizes that such services are in the main 
beneficial and valuable to the Com- 
pany and its customers and that a fair 
allowance representative of the cost 
of rendering such services is properly 
includable in operating expenses. 

However, the accounting system of 
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the American Telephone and Tele- 
graph Company is not designed to re- 
flect the actual cost of services ren- 
dered by it to New Jersey Bell 
Telephone Company or any other 
operating unit in the Bell System. In 
this proceeding the Company appar- 
ently deemed that evidence as to total 
American Telephone and Telegraph 
Company costs and a hypothetical al- 
location of such costs (not used for 
billing purposes) was all that was re- 
quired to establish the reasonableness 
of payments made under the license 
contract. However, even if it were 
assumed that all of American’s costs 
were properly allocable to various op- 
erating units in the Bell System, the 
allocation presented in this record, in 
the opinion of the Board, would nev- 
ertheless not correctly reflect the 
amount or cost of the work that was 
actually performed by American for 
New Jersey Bell. 

The state introduced in evidence a 
study prepared by Hill reflecting the 
portion of the costs incurred by Amer- 
ican in rendering license contract 
services that are deemed by him to be 
properly assignable to New Jersey 
Bell. The results of his study are 
summarized in Tables 121 and 122 of 
Exhibit S-30. Based on these studies 
Hill has adopted $821,815 as the cost 
of rendering license contract services 
assignable to New Jersey Bell for the 
year 1947. It should be observed that 
this amount is assignable to both the 
interstate and intrastate aspects of the 
Company’s business and that the in- 
trastate component is calculated by 
Hill at $612,088. Of this amount he 
assigned $500,414 to Operating Ex- 
penses and $111,674 to Construction 
or Plant Account. 
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In the development of his study, 
Hill first determined the amount of 
American’s costs that are associated 
with the rendering of license contract 
services for all Bell System units and 
he then charged New Jersey Bell with 
as much of American’s license contract 
costs as he deemed appropriately as- 
signable to the New Jersey Company. 

[22] In the first step of the Hill 
calculation, he excluded from Amer- 
ican’s total license contract costs cer- 
tain Bell Laboratory costs associated 
with cases which he deemed were 
more appropriately chargeable to the 
Western Electric Company. New 
Jersey Bell’s portion of such excluded 
costs approximates $200,000. As to 
this aspect of the Hill study, it should 
be observed that the record does not 
contain sufficient descriptive detail 
with respect to the excluded Labora- 
tory cases to permit a specific determi- 


nation as to the appropriateness of the 


case assignments between Western 
Electric and license contract services 
suggested by Hill. It appears, how- 
ever, that if the case assignments pro- 
posed by Hill were adopted, Western 
Electric’s manufacturing costs would 
thereby be increased and the reflection 
of such increase in Western Electric’s 
prices for equipment sold to New Jer- 
sey Bell would tend to offset the re- 
duction in license contract costs re- 
sulting from the aforementioned reas- 
signment of Laboratory cases. The 
Board does not deem that the record 
in this proceeding justifies exclusion 
of the aforementioned Laboratory 
costs from license contract costs. 

Mr. Hill also excluded from Amer- 
ican’s total license contract costs some 
of American’s Miscellaneous Expenses 
and some expenses of its administra- 


tive department, information depart- 
ment, and executive department. 
New Jersey Bell’s portion of these 
excluded costs amounted in the aggre- 
gate to approximately $25,000. On 
the basis of the record there appears 
to be justification for the position tak- 
en by Hill in this respect, except to the 
extent that such exclusion represents 
a relatively small amount of pension 
costs which, as will hereinafter ap- 
pear, are found to be includable, in 
part, for purposes of this proceeding, 
in operating expenses. 

[23] Hill further excluded from 
American’s total license contract costs 
certain taxes incurred by American on 
the grounds that said taxes are not 
related to the rendering of license con- 
tract services. New Jersey Bell’s por- 
tion of these excluded taxes amounted 
to some $300,000. Almost 90 per 
cent of the latter amount represents 
Federal income taxes. If, as urged 
by the Company, license contract serv- 
ices are being rendered at cost or less, 
then obviously no portion of Ameri- 
can’s Federal income tax liability is 
assignable to the rendering of license 
contract services. This position ap- 
pears adequately supported by the 
Company’s own brief which, at page 
34, in referring to American’s income 
taxes, states: 

“Tt (Federal income taxes) is oc- 
casioned almost entirely by the financ- 
ing of the operating companies under 
the license contract.” 

The financing referred to is accom- 
plished by American by acquiring 
stock of the operating companies or by 
advancing them funds for expansion 
purposes. There is no warrant for an 
allowance in New Jersey Bell’s operat- 
ing expenses for such Federal income 
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taxes as its stockholder (the Amer- 
ican Company) may be liable for on 
dividends received. All of New Jer- 
sey Bell’s own income tax liability has, 
as will hereinafter appear, been al- 
lowed as an operating expense. Nei- 
ther is there any warrant for payment 
by New Jersey Bell of American’s in- 
come tax liability resulting from re- 
ceipt of interest payments made by 
New Jersey Bell on construction ad- 
vances received from American. The 
Board, on the record, finds that there 
is adequate support for the tax exclu- 
sions reflected in the Hill study. 
[24-26] A further analysis of Hill’s 
study indicates that he did not include 
in American’s license contract costs 
any allowance for return on Ameri- 
can’s investment in furniture and oth- 
er physical property used in rendering 
license contract services. It also ap- 
pears that the Hill study does not in- 
clude any allowance for return on 
amounts which American claims it re- 
quires and has available for cash work- 
ing capital or any allowance for re- 
turn on funds which American asserts 


it maintains for use of New Jersey 
Bell. 


As to return on investment in furni- 
ture and other physical property devot- 
ed to rendering of license contract 
services, the Board considers that an 
allowance for this item is proper and 
will give appropriate consideration to 
the inclusion of such an allowance in 
the determination of its over-all allow- 
ance for license contract services. As 
to the item of cash working capital, the 
Board deems that it has already in- 
cluded appropriate provisions for New 
Jersey Bell’s cash working capital re- 
quirements in its findings as to rate 
base, and finds no justification for in- 
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clusion in New Jersey Bell’s operat- 
ing expense of an allowance for return 
on American’s cash working capital 
other than a return on the relatively 
small amount of such cash working 
capital required to finance the render- 
ing of license contract services pending 
receipt of monthly reimbursement 
checks. This matter will also be given 
consideration in the Board’s determi- 
nation as to license contract costs 
includable in operating expenses. 

As to the claimed allowance for re- 
turn on other funds purportedly held 
available for operating subsidiaries, 
including New Jersey Bell, the fol- 
lowing observation appears pertinent. 
This claim arises out of American’s 
money lending activities. There is no 
provision in the license contract which 
obligates American to make loans to 
licensees such as New Jersey Bell. 
American loans money to New Jersey 
Bell when it chooses to do so. When 
such loans are made, New Jersey Bell 
pays interest at a net rate of 3.92 per 
cent thereon. As has been suggested 
earlier in this decision, such loans are 
a step in a program adopted by Amer- 
ican for maintaining its control of op- 
erating subsidiaries. The Board sees 
no justification under the circum- 
stances of this case for allowing com- 
pensation to American in addition to 
interest on funds actually advanced. 

As has been mentioned, Hill allo- 
cated license contract costs assignable 
to New Jersey Bell between operating 
expenses and construction or capital 
account. While there may be merit 
in Hill’s approach from an accounting 
viewpoint, the record appears to indi- 
cate that in the long run no material 
difference in cost of service will result 
whether Hill’s suggestion in this re- 
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spect be followed or if the entire 
amount of license contract costs as- 
signable to New Jersey Bell were here 
treated as an operating expense. The 
Board will follow the latter course for 
the purposes of this case. 


Finding As to Allowable Cost of Li- 
cense Contract Services 

From review of all of the evidence 
pertaining to license contract costs, the 
Board concludes that $825,000 will 
constitute an adequate allowance in 
intrastate operating expenses for this 
item. In reaching this conclusion the 
Board, in addition to giving consider- 
ation to the various aspects of this 
matter heretofore discussed, took into 
consideration the fact that wages and 
salaries have been increased over the 
levels prevailing at the time when 
Hill’s study was prepared. 


Relief and Pensions 

[27-30] The Company’s claimed 
allowance in operating expenses for 
relief and pensions contains two ma- 
jor components. The first component 
represents sickness and other special 
relief payments to employees, as well 
as costs associated with other employ- 
ee welfare activities. The other com- 
ponent represents actual payments to 
the pension fund trustee under the 
employee pension plan. 

Neither the state nor the cities ob- 
jected to inclusion in operating ex- 
penses of the first-mentioned com- 
ponent of relief and pensions. The 
state and cities, however, made no sep- 
arate estimate for this component but 
included it in their total estimate for 
relief and pensions. The Company’s 
estimate for this component of relief 
and pensions for the year 1947 
amounts to $531,000. Currently ex- 


perienced costs of this type as reflected 
in the Company’s monthly reports in- 
dicate that the Company’s estimate in 
this respect is not unreasonable and 
it will, accordingly, be allowed as an 
operating expense. 

The second component of the item 
relief and pensions, broadly speaking, 
reflects the amount required to be set 
aside annually on an actuarial basis to 
provide the stipulated benefits in the 
pension plan to eventual pensioners. 
All parties agreed that the Company 
should have a pension plan and none 
of the parties contended that the bene- 
fits or pension payments under the 
existing plan are excessive. In the 
latter respect, Bauer, the cities’ expert, 
testified : 

“Now to the plan of payment, to 
the level of payments, as I have seen 
the figure, I have no objection. I 
think they are far from excessive. I’d 
be even liberal on that score and in- 
crease them.” 

Dr. Bauer, however, disagrees with 
the method adopted by the Company 
to provide for pension payments. He 
advocates a pay-as-you-go basis in lieu 
of the Company’s actuarial method. 
The Company has entered into an 
agreement with the Bankers’ Trust 
Company of New York, setting up a 
pension trust fund which is irrevoca- 
bly dedicated to the payment of pen- 
sions to Company employees. No 
amount paid into the fund by the Com- 
pany can revert to it under any cir- 
cumstances. The employees make no 
contribution to the pension fund. 

The Company estimates that the 
payments made by it into the pension 
fund for the year 1947, assignable to 
intrastate business will amount to $2,- 
878,000 exclusive of the effect of the 
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recent increase in wages. Of the lat- 
ter amount $2,554,000 represents the 
“current accrual” on the actuarial 
basis upon which the present plan 
rests, and $324,000 commonly re- 
ferred to as the “freezing charge” rep- 
resents the amount paid into the pen- 
sion fund to arrest the growth of the 
unfunded portion of the actuarial re- 
serve requirement. The “freezing” or 
arresting payment to the pension fund 
began in 1941 to prevent, as has been 
previously mentioned, further growth 
of the unfunded actuarial liability. 
The latter item arose from the fact 
that there have been no normal con- 
tributions to the pension fund (cur- 
rent accruals) with respect to periods 
of service of eventual pensioners that 
had elapsed prior to 1928, when the 
Company completed the transition of 
its pension plan from a pay-as-you-go 
basis to an actuarial basis. The lack 
of such normal contributions into the 
pension fund for service periods prior 
to 1928 reduced the interest earnings 
of the fund during the years from its 
creation in 1928 to 1941. Due to fail- 
ure of the Company to make any ar- 
resting or “freezing” payments from 
1928 to 1941 the unfunded actuarial 
reserve requirement grew in this pe- 
riod from $7,187,765 to $16,223,063. 
The Company has by special payments 
into the fund reduced this unfunded 
liability to $14,230,000 by December 
31, 1946. The aforementioned $324,- 
000 represents the intrastate portion 
of the total “freezing charge” required 
in 1947 to prevent further growth of 
this unfunded actuarial liability. 

As heretofore noted, Bauer objects 
to inclusion in operating expenses of 
both the “current accrual” and the 
“freezing charge” described above and 
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urges that in lieu of these items the 
Company only be allowed in operating 
expenses an amount for pensions, 
equivalent to current pension pay- 
ments to retired employees. Under 
this view nothing would be set aside 
currently to provide for eventual pen- 
sions for present employees and 
these employees would be expected to 
rely exclusively on the ability of the 
Company to meet benefits to eventual 
pensioners in the years when they be- 
come eligible for pension payments. 

The trend in recent years in private 
industry as well as in governmental 
employment has been definitely in the 
direction of providing for require- 
ments of eventual pensioners on an ac- 
tuarial basis rather than on the so- 
called pay-as-you-go basis advocated 
by Bauer. Many New Jersey munici- 
palities which had been providing for 
pensions for police, fire and other em- 
ployees on a pay-as-you-go basis, or 
even on a funded basis which was not 
adequate actuarially, have found that 
as more and more employees reach 
pension age, the current cost of pro- 
viding pensions on these bases has be- 
come so burdensome that pensions to 
employees were in jeopardy. Many 
such municipalities have sought state 
aid in an effort to overcome this situa- 
tion and to provide for future pensions 
on a sound actuarial basis. 


Finding As to Relief and Pensions 
After consideration of the evidence 
and views of the respective parties as 
to the methods of providing for pen- 
sions, the Board does not deem it to 
be unreasonable to include in operat- 
ing expenses amounts representative of 
the “current accrual” required to pro- 
vide for employee pensions on an ac- 
tuarial basis. The only objection the 
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state made to inclusion of the current 
pension accrual as an operating ex- 
pense related to the so-called amortiz- 
ing portion of such current accrual. 
This amortizing portion represents ad- 
justments made from time to time to 
provide for differences between as- 
sumed actuarial conditions upon which 
pension accruals are calculated, and 
the realized experience. The Board 
considers that it is appropriate to give 
effect to such adjustments in calculat- 
ing the amount of “current accruals” 
includable in operating expenses. 

As heretofore mentioned, neither 
the state nor the cities reflected in 
their 1947 estimates a separate allow- 
ance for “current accruals.” The 
Company’s 1947 estimate for this item 
—$2,554,000, appears reasonable 


when related to amounts currently be- 
ing paid to the pension fund trustee’ 


for this item (exclusive of the effect 
of the current wage increase) and this 
sum will, accordingly, be allowed as 
an operating expense. 

As to the “freezing charge,” it is 
noted that both the cities and the state 
object to treatment of this item as an 
operating expense. In this connection 
it is significant to observe that the 
amount of the unfunded actuarial lia- 
bility which largely fixes the amount 
of the “freezing charge” has practical- 
ly doubled since 1928, due to failure on 
the part of the Company, over a period 
of approximately thirteen years, to 
take steps to arrest its growth. The 
Board realizes that it is necessary for 
the Company to actually pay to the pen- 
sion fund trustee the full amount of 
the “freezing charge” to arrest further 
growth of the unfunded actuarial lia- 
bility. However, as a result of the cir- 
cumstances hereinbefore related, the 


[5] 


Board deems it unreasonable to assess 
more than approximately one-half of 
the aforementioned “freezing charge” 
to present customers and, hence, will 
allow as an operating expense for said 
“freezing charge” the sum of $162,- 
000. 


Depreciation Expense 

[31,32] The Company in its 1947 
estimate, as set forth in Exhibit P- 
256, claims an allowance in intrastate 
operating expenses of $8,683,000 for 
depreciation. The amount of this 
claimed allowance is purportedly cal- 
culated by using proposed depreciation 
rates which have not received the ap- 
proval of this Board. On the basis of 
depreciation rates now in effect, Wal- 
lace, on behalf of the Company, testi- 
fied that the depreciation expense for 
1947 would amount to $8,279,000, 
or some $404,000 less than the 
claimed allowance. Both of the afore- 
mentioned depreciation estimates re- 
flect calculations on a straight-line 
basis. The state’s comparable depre- 
ciation estimate for 1947, based upon 
testimony of Hill and Kosmo J. Af- 
fanasiev, amounts to $7,954,824. Dr. 
Bauer, the expert for the cities, appar- 
ently did not prepare a detailed inde- 
pendent depreciation study. The 
cities’ depreciation estimate, as in the 
case of other items heretofore dis- 
cussed, was not separated between in- 
trastate and interstate services. The 
cities’ depreciation estimate for the 
year 1947 on a total Company basis 
appears to be closely in line with the 
Company’s claimed allowance on a 
corresponding basis. 

At this point it is appropriate to ob- 
serve that the aforementioned depre- 
ciation estimates are based largely on 
studies and assumptions as to life ex- 
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pectancy and as to net salvage realiza- 
ble on retirement of property, and that 
an examination of the qualifications of 
the Company’s depreciation witness, 
Randal H. Beers (an employee of the 
Company), and of the depreciation 
witnesses who testified for the state in- 
dicates that the latter, on the basis of 
education, training, and experience, 
appear to be as well qualified as the 
Company witness, to make the studies 
and assumptions involved in estimat- 
ing depreciation rates. 

Mr. Hill also introduced in evidence 
a calculation indicating his opinion as 
to depreciation expense on the so- 
called remaining life method. This 
method has the effect of distributing 
any estimated present excess or defi- 
ciency in the reserve for depreciation 
equally over the estimated remaining 
life of the property. Depreciation ex- 
pense calculated on this basis would, 
in this case, be lower than depreciation 
expense on the regular straight-line 
basis because of indications that the ac- 
cumulated reserve is in excess of the 
reserve requirement by approximately 
8 per cent. Realizing that uncertain- 
ties as to the future are inherent in all 
depreciation calculations such a differ- 
ence between reserve requirement and 
actual reserve does not necessarily 
warrant departure from the straight- 
line method now in effect for calculat- 
ing depreciation. This is particular- 
ly true in this case since the full 
amount of the accumulated deprecia- 
tion reserve is deducted in determin- 
ing the rate base and accordingly any 
reserve excess has the effect of reduc- 
ing the amount of return the Company 
is allowed. 


Finding As to Depreciation Expense 
In the opinion of the Board the rec- 


72 PURNS 


ord as a whole does not justify a larg- 
er annual provision for depreciation 
than that resulting from application of 
present depreciation rates and for pur- 
poses of this proceeding the Board will 
accordingly adopt, as the annual pro- 
vision for depreciation for the year 
1947, the sum of $8,279,000. 


Contributions 

[33] The Company claims that its 
contributions and donations to sup- 
port such organizations as the Red 
Cross, Community Chest, Boy Scouts, 
etc., should be treated as operating ex- 
penses in this proceeding. The state 
opposes the Company’s claim in this 
respect citing a long list of cases in 
support of its position that, in the de- 
termination of fair and reasonable 
rates, donations, and contributions are 
not a proper charge to operating ex- 
penses. The state’s position in this 
respect is summarized as follows in 
its brief : 

“The position of the state is clear. 
It involves no suggestion that the 
charitable contribution should not be 
made. It merely means that in the 
rate case the company should not seek 
an increase based in part on the in- 
clusion of such items in operating ex- 
penses.”’ 


The reasonableness of the state’s 
position as to contributions and dona- 
tions is too well established to warrant 
further discussion of this matter here. 
While the Company is to be compli- 
mented for contributing to worthy 
causes, such contributions, in the opin- 
ion of the Board, are not chargeable 
to customers and accordingly the 
Company’s claim in this respect is dis- 
allowed. 
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Taxes 

In addition to the expense items 
hereinbefore discussed, the Company 
claims allowance in operating expenses 
for ad valorem taxes, franchise taxes 
(sometimes referred to as gross re- 
ceipts tax), social security taxes, Fed- 
eral income taxes, as well as some rel- 
atively minor miscellaneous tax items. 
Neither the state nor the cities dis- 
pute the propriety of including these 
tax items in operating expenses. The 
Company’s 1947 estimate for ad 
valorem taxes, social security taxes, 
and miscellaneous taxes associated 
with the intrastate aspects of its busi- 
ness amounts to $5,178,000. The 
state’s 1947 estimate for correspond- 
ing items is $5,134,000. Neither es- 
timate reflects the effect of the recent 
wage increase on social security taxes. 
No direct comparison can be made 
with the cities’ 1947 tax estimate 
since it is not stated separately for the 
intrastate and interstate aspects of the 
Company’s business. For these tax 
items the Board has adopted the Com- 
pany’s estimate since it appears io be 
more closely in line with the current 
level of these taxes. 


The franchise tax is a tax now cal- 
culated on the basis of intrastate rev- 
enues only. Since the amount of the 
franchise tax is dependent upon the 
revenue level, neither the Company 
nor state estimates for this item can 
be accepted inasmuch as they are re- 
lated to revenue estimates for the year 
1947 which differ from that adopted 
by this Board. It should be observed, 
however, that the Company and state 
estimates as to the gross amount of 
this tax appear to have been computed 
on relatively consistent bases and the 
two estimates would have been in rela- 


tively close agreement if adjusted to 
the same revenue level. The Com- 
pany has taken no issue with the 
state’s computation of the gross 
amount of this tax. Following the 
method of computation set forth in 
the state’s Exhibit S-30, Table 43, but 
using the Board’s adopted 1947 rev- 
enue estimate, the proper allowance 
for the gross amount of franchise taxes 
is calculated at $2,663,000. Mr. Hill, 
in his 1947 estimate, assigned a por- 
tion of the gross amount of the fran- 
chise tax to interstate business. While 
Mr. Hill’s approach in this respect is 
not without merit from an equitable 
viewpoint, there appears to be doubt 
as to the legality of imposing a portion 
of the state franchise tax on the inter- 
state aspects of the business. For pur- 
poses of this proceeding the full 
amount of the franchise tax allowance 
($2,663,000) will be included in in- 
trastate operating expenses. 

For Federal income taxes the Board 
allows the sum of $1,903,000, calcu- 
lated by applying the 38 per cent tax 
rate to net taxable income determined 
on the basis of adopted revenues and 
expenses after giving consideration to 
tax deductions allowed by the Bureau 
of Internal Revenue, as set forth in 
the testimony of Company witness 
Wallace. 


Estimated Return vs. Fair Return 


The following condensed income 
statement reflects the conclusions set 
forth in the previous sections of this 
decision : 

Operating Revenues 


Total Operating Expenses and 
74,082,000 


Net Operating Income (excluding 
effect of work stoppage due to 
strike and before giving effect 


recent wage increases) $4,918,000 
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After full and complete considera- 
tion of the evidence in this proceeding 
the Board finds that the amount of $4,- 
918,000 represents a fair and reason- 
able estimate of the net operating in- 
come the Company would realize in 
the year 1947 under the rates now in 
effect, excluding the effect of the work 
stoppage due to the strike and before 
giving effect to the recent wage in- 
creases. This is equivalent to a rate 
of return of 3.3 per cent on a rate base 
of $149,045,000. Giving effect to the 
recent wage increase reduces the rate 
of return to 1.37 per cent. In the 
opinion of the Board these rates-of re- 
turn are inadequate. It therefore fol- 
lows that the existing rates are un- 
just and unreasonable in that they 
fail to afford an opportunity to earn 
a fair return on a reasonable rate 
base. 

The testimony of Company wit- 
nesses indicates that the Company’s 
proposed rates, when applied to 1947 
business, are expected to produce addi- 
tional annual revenues of $16,152,000. 


After giving due consideration to such 
additional revenues and related taxes 
it appears that the Company’s pro- 
posed rates would produce a net op- 
erating income of $14,595,000 before 
giving effect to recent wage increases, 
and a net operating income of $11,- 
724,000 after such effect. These 
amounts of net operating income are 
equivalent to rates of return of 9.75 
per cent and 7.9 per cent respectively, 
on the rate base of $149,045,000. In 
the opinion of the Board such rates of 
return are excessive under present- 
day conditions. 

Since the existing rates do not af- 
ord the Company an opportunity to 
earn a fair return, it is entitled to an 
increase in rates albeit not as large an 
increase as proposed by it. The fol- 
lowing schedule reflects the amount of 
additional intrastate revenues required 
to yield a rate of return of 5.6 per cent 
on a rate base of $149,045,000, which 
rate of return and rate base the Board 
has hereinbefore found to be reason- 
able: 


(a) Amount of return equivalent to 5.6 per cent of adopted rate base .. $8,347,000 


(b) Net operating income under present rates 


(c) Indicated return deficiency 


4,918,000 


(d) Amount of additional revenue required to recover return deficiency 
adjusted to give effect to related additional franchise and Federal 


income taxes 


$5,723,000 


(e) Company estimate of additional annual intrastate expenses associated 


with recent wage increases 


(£) Amount of additional revenue required to recover increased wage 
costs adjusted to give effect to related additional franchise taxes 


(g) Total additional revenue requirements 
Conclusions 


On the basis of the foregoing con- 
siderations the Board finds and deter- 
mines : 

1. That the existing schedule of 
rates is unjust and unreasonable in 
that it does not afford the Company an 
opportunity to earn a fair return. 
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$4,630,000 
4,792,000 
$10,515,000 
2. That the schedule of rates pro- 
posed by the Company is unjust and 
unreasonable in that it would yield an 
excessive return, and that the said 
proposed schedule is, therefore, here- 

by disapproved. 


3. That a schedule of rates which 
will increase annual operating reve- 
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nues, on the basis of 1947 business but 
excluding the effect of the work stop- 
page due to the strike, by $10,515,000 
is just and reasonable. 

4. That the Company shall submit 
for the consideration of the Board 
within ten days of the date of this 
decision a revised schedule of rates 


in annual operating revenues of not 
more than $10,515,000, as more par- 
ticularly set forth in paragraph (3) 
above, and to be effective for service 
rendered after December 31, 1947, or 
such earlier date as the Board may fix 
by its acceptance for filing of said 
schedule. 


so designed as to produce an increase 





PENNSYLVANIA PUBLIC UTILITY COMMISSION 


Re New Uniform System of Accounts for 
Water Utilities 


January 5, 1948 


we of prescription of new Uniform System of Accounts 


for Water Utilities, involving inauguration of original 
cost accounting and maintenance of continuing property records; 
new original cost accounting system prescribed. 


Accounting, § 6 — Uniform system — Water utilities — Original cost basis. 
1. Water utilities should be required, under a uniform system of accounts, 
to inaugurate original cost accounting and establish and maintain continuing 
property records, p. 70 


Accounting, § 32 — Original cost records — Absence of construction cost details — 
Book cost figures. 
2. A rule providing for original cost accounting by water utilities which 
have been in operation over long periods of time, and for which details of 
construction cost are lacking, should provide that book costs of plant as of 
the date of reclassification of plant account are representative of original 
cost, after adjustments for increases or decreases in plant account resulting 
from accounting errors and recording of such items as appraised value, 
p. 70 
Accounting, § 32 — Original cost records — Objections to — Expense of estab- 
lishing. 
3. The cost of establishing original cost records for water utilities must be 
measured against the value of its results for regulatory purposes when the 
Commission is considering the adoption of regulations requiring original 
cost accounting, p. 70. 
Accounting, § 32 — Original cost records — Objections — Acquisition at arm’s 
length. 
4. An objection that original cost accounting proposals attack the arm’s- 
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length cost of property to a utility company should not prevent the adop- 
tion of regulations requiring original cost accounting, since this is merely 
an accounting requirement and the utility would be given ample opportunity 
to be heard if and when the Commission orders disposition of any amount 
found to be classifiable in the acquisition adjustment account, and the ac- 
counts will be subject to further scrutiny in rate cases, p. 70. 


By the Commission: This matter 
concerns the prescription of a new 
Uniform System of Accounts for 
Water Utilities, subject to our juris- 
diction, having annual water operat- 
ing revenues of more than $100,000. 

[1-4] Our authority to prescribe 
new accounting systems, and to re- 
quire water utilities to inaugurate 
original cost accounting and establish 
and maintain continuing property rec- 
ords, is contained in §§ 501 and 502 of 
the Public Utility Law. (66 PS 
§§ 1211 and 1212). These sections 
read : 

“Section 501, Mandatory Systems 
of Accounts.—The Commission may, 
after reasonable notice and hearing, es- 
tablish systems of accounts (including 
cost finding procedures) to be kept by 
public utilities, or may classify public 
utilities and establish a system of ac- 
counts for each class, and prescribe the 
manner and form in which such ac- 
counts shall be kept. Every public 
utility shall establish such systems of 
accounting, and shall keep such ac- 
counts in the manner and form re- 
quired by the Commission. The 
accounting system of any public utility 
also subject to the jurisdiction of a 
Federal regulatory body shall cor- 
respond, as far as practicable, to the 
system prescribed by such Federal reg- 
ulatory body: Provided, That the 
Commission may require any such 
public utility to keep and maintain 
supplemental or additional accounts to 
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those required by any such regulatory 
body. 

“Section 502. Continuing Proper- 
ty Records.—The Commission may 
require any public utility to establish, 
provide, and maintain as a part of its 
system of accounts, continuing prop- 
erty records, including a list or in- 
ventory of all the units of tangible 
property used or useful in the public 
service, showing the current location 
of such property units by definite ref- 
erence to the specific land parcels upon 
which such units are located or stored; 
and the Commission may require any 
public utility to keep accounts and 
records in such manner as to show, 
currently, the original cost of such 
property when first devoted to the pub- 
lic service, and the reserve accumulat- 
ed to provide for the depreciation 
thereof.” (Italics ours. ) 

Under our presently effective ac- 
counting regulations, water utilities 
are required to account for water sup- 
ply plant and facilities on the basis of 
cost to the present owner. But this 
basis of accounting does not disclose 
one of the elements which the law and 
the courts have specified should be 
considered in determining the fair 
value of property and facilities for rate 
purposes, namely: the original cost 
of such property and facilities. Fur- 
thermore, our experience indicates that 
this element of value has been lacking 
in most cases coming before us involv- 
ing the rates of water utilities, the 
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respondent public utility asserting ei- 
ther that such data were not available 
or that its records would not disclose 
information essential to a determina- 
tion of original cost. Finally, a num- 
ber of water utilities have, over the 
years, adjusted their plant accounts to 
reflect reproduction values, these hav- 
ing little or no relation either to cost 
of plant and facilities to the accounting 
utility or to the original cost of said 
plant and facilities. Accordingly, we 
instructed our staff to prepare an ac- 
counting system which would require 
the larger water utilities (a) to ascer- 
tain the original cost’ of plant and 
facilities as of a given date, and (b) to 
establish and maintain, in conjunction 
therewith, such supplemental records 
as would constitute a perpetual inven- 
tory of existing and future plant and 
facilities tide-in with the original cost 
of individual major plant items or 
groups of similar smaller plant items. 
Our instructions also embodied the 
preparation of a list of property retire- 
ment units to bring about uniformity 
in the water supply industry in dis- 
tinguishing between capital and main- 
tenance costs, in accounting for prop- 
erty replacements. 

On January 29, 1946, the staff com- 
pleted its initial draft of a new ac- 
counting system embodying the afore- 
mentioned principles. This initial 
draft, later entered of record as Com- 
mission Exhibit No. 1, was served 
upon all water utilities in Pennsyl- 
vania having annual operating reve- 
nues of more than $100,000. At the 
request of these water utilities, hearing 
in the matter was deferred until rep- 
resentatives of the industry had con- 


ferred with the staff on certain phases 
of the proposals. 

The initial draft provided that 
original cost of utility plant and facil- 
ities would be obtained by detailed 
analysis of all construction records. 
In other words, the public utility 
would make an exhaustive examina- 
tion of all its records to ascertain the 
original cost of existing plant, and 
that to the extent records were not 
available, the public utility would es- 
timate the original cost of that por- 
tion of its plant for which construction 
costs were lacking. 

Representatives of the water supply 
industry objected to this procedure. 
They claimed that because of the rela- 
tively long life of water supply facil- 
ities and the fact that properties had 
been in operation over long periods 
of time (in some cases for more than 
a century), details of construction 
costs required to determine the origi- 
nal cost of a large portion of existing 
plant were nonexistent either due to 
the passage of time or because little 
importance was attached to or known 
of proper accounting processes in the 
early years. Recognizing the merits 
of this claim, the staff proceeded to 
prepare a second draft of a proposed 
accounting system in which the re- 
quirement for analysis of detailed con- 
struction costs was abandoned and in 
lieu thereof the following provision 
was made: 

“In recognition of the 
of water utility plant, 


history 
it will be 
considered that book costs of plant, 
as of the date of reclassification of 
plant account, are representative of 
the original cost thereof, after adjust- 





1 The term “original cost” is defined in the 
proposed regulations as “the cost of such 


property to the person first devoting it to pub- 
lic service.” 
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ments shall have been made to such 
book costs for increases or decreases 
in plant account of the accounting 
utility and its predecessors which re- 
sulted from the recording of appraised 
values, from the acquisition of plant 
by purchase, merger, consolidation, 
etc., or from accounting errors, due 
consideration being given to recorded 
retirements, if any, of the gross 
amounts classifiable in Account 100-5, 
Utility Plant Acquisition Adjust- 
ments, and Account 107, Utility Plant 
Adjustments. fs 

A majority of the representatives 
of the water utilities believed that if 
original cost accounting was to be re- 
quired, this method, sometimes called 
the “ceiling” approach, was the most 
practical of achievement, and that it 
would produce an answer reasonably 
close to what might be obtained by a 
more detailed study of actual construc- 
tion costs. Our experience in the elec- 
tric and gas fields supports this view. 


The second draft of the proposed 
accounting system, containing the 
modified original cost approach, was 
completed on November 21, 1946, and 
was served upon the water utilities 
(having annual revenues of more than 
$100,000) by the Commission’s secre- 
tary on December 3, 1946. 


Two hearings were held in this pro- 
ceeding, the first on July 9, 1947, and 
the second on September 10, 1947. 
Testimony has been concluded, briefs 
have been filed by the special account- 
ing committee of Pennsylvania Water 
Works Association and by Scranton- 
Spring Brook Water Service Com- 
pany (Scranton-Spring Brook), and 
the latter has offered oral argument 
before us. Accordingly, the case is 
ready for disposition. 
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A large part of the testimony, ex- 
hibits, and oral argument offered by 
Scranton-Spring Brook concerns the 
claimed adverse effect which the pro- 
posed regulations would have upon 
that company. What we must decide, 
however, is not how any one public 
utility might be affected, but wheth- 
er it is desirable in the over-all public 
interest that the regulations be adopted 
to assist the Commission in the per- 
formance of the duties entrusted to 
it under the law. 

A witness for Scranton-Spring 
Brook introduced a one-page exhibit 
(No. 6) wherein he estimated that it 
would require an outlay of $228,694 
to do the work required by the second 
draft of our proposed regulations. 
Boiled down, the estimates of person- 
nel and time entering into the dollar 
figure of $228,694 produce an equiva- 
lent, exclusive of stenographic serv- 
ices, of fifty-four man-years to do the 
work. In other words, Scranton- 
Spring Brook says either that it would 
take a staff of fifty-four technicians 
and clerks one full year, or one man 
fifty-four years, to do the work, not- 
withstanding the short-cut approach 
provided for in the second draft. 
When asked for details in support of 
his estimates, the witness admitted he 
had none and that the estimates were 
based solely upon his judgment and 
experience on other companies. 

From our experience with other 
public utilities, we believe the cost to 
Scranton-Spring Brook would be sub- 
stantially less than its estimate. In 
any event, the cost to do the work 
must be measured against the value of 
its results for regulatory purposes. As 
we have already pointed out, the rec- 
ords in rate cases coming before us in 
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the past have been singularly devoid of 
evidence relating to the original cost 
of water utility property. This 
has been so because the respondent 
public utility has been under no obliga- 
tion to determine the original cost of 
its property and, because of that fact 
and also because of rising prices, it had 
little interest in developing that ele- 
ment of value. In consequence, the 
Commission has been forced to rely 
largely on estimates of reproduction 
value. Moreover, even in those isolat- 
ed instances in which original cost data 
were produced, the public utility was 
under no obligation to reflect the data 
on its records and, with the passage 
of time and changes in property, the 
unrecorded data lose all significance. 
Substantial justice to the utility in- 
vestor and the consuming public can 
only be done if the Commission has 
before it all the elements which should 
be considered in determining the fair 
value of utility property for rate pur- 
poses. Our proposals would produce 
two of these elements, namely: cost 
of property to the accounting public 
utility and the original cost of such 
property. Furthermore, these pro- 
posals would insure that these ele- 
ments are reflected constantly on the 
books and records of the public util- 
ities concerned. 

It is an interesting contrast that 
while public utilities object to spend- 
ing money which will produce a prop- 
erty record of permanent and continu- 
ing value to the Commission, the same 
public utilities will voluntarily devote 
considerable time and money in the 
preparation of inventories and ap- 
praisals for reproduction cost pur- 
poses. And this is done notwithstand- 
ing the fact that such appraisals are of 


value only at the time they are made 
because of subsequent fluctuations in 
price levels. 

It is claimed that by the adoption 
of our accounting proposals we are at- 
tacking the arm’s-length cost of prop- 
erty to Scranton-Spring Brook. That 
is not the purpose of this proceeding. 
The proposals would simply require 
that company to break down that 
arm’s-length cost to show, in a sepa- 
rate account, the original cost of that 
property. The propriety of requiring 
such a segregation was recognized by 
the Supreme Court of the United 
States in American Teleph. & Teleg. 
Co. v. United States (1936) 299 US 
232, 81 L ed 142, 16 PUR NS 225, 
57 S Ct 170. There the court stated 
that the company could not be harmed 
until such time as the Federal Com- 
munications Commission ordered dis- 
position of amounts classified in the 
acquisition adjustment account. Like- 
wise Scranton-Spring Brook or any 
other water utility subject to these 
proposals cannot be harmed until such 
time as we order the disposition of 
amounts classified in the acquisition 
adjustment account. Scranton-Spring 
Brook assuredly will be given ample 
opportunity to be heard, if and when 
we order disposition of any amount 
found to be classifiable in the acquisi- 
tion adjustment account. 

It should be borne in mind that in 
this proceeding the Commission is not 
instituting or prosecuting a rate case 
against any one or all of the water 
companies affected by the proposed 
system of accounts; nor is it fixing or 
finally determining any single element 
of fair value which the Commission 
is required to consider under the pro- 
visions of the Public Utility Law and 

72 PURNS 











PENNSYLVANIA PUBLIC UTILITY COMMISSION 


the precedent established by the appel- 
late courts. It is merely prescribing 
a system of accounts designed to elicit 
information which will be useful to 
the Commission for regulatory pur- 
poses, and which when assembled and 
submitted in any proceeding before us, 
will be subject to the scrutiny, ex- 
amination, and cross-examination of 
all parties at interest, and will be given 
such weight as the Commission may 
deem advisable in the light of attend- 
ant circumstances. 

Although no testimony or exhibits 
were entered of record on behalf of 
Pennsylvania Water Works Associa- 
tion, the special accounting committee 
for that association did file a brief in 
this proceeding. In this brief, the 
special committee contends that the 
water utilities are in a different cate- 
gory than other types of public util- 
ities—(1) that water utilities are 
considerably older, (2) that major 
portions of water supply facilities are 
of long life, (3) that water utilities 
have the lowest ratio of revenue, and 
the lowest ratio of operating expense, 
to fixed capital (plant), (4) that water 
utilities have smaller accounting and 
clerical staffs than other types of pub- 
lic utilities, and (5) that the turn-over 
(retirements) of water supply facil- 
ities is substantially less than for other 
types of utilities. 

Because of items (1) and (2), the 
special committee claims that deter- 
mination of original cost and the es- 
tablishment of continuing property 
records are made more difficult. Be- 
cause of item (4), the studies will 
necessitate the employment of outside 
technical help, even though the modi- 
fied procedure embodied in the second 
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draft of the proposed regulations is 
applied. 

The problems of determining origi- 
nal cost in the water supply industry 
may be, as claimed, more difficult than 
other types of public utilities. But we 
do not believe they are relatively any 
more difficult than those encountered 
in the manufactured gas industry, 
many of the operations and histories 
of which go back to the 1850’s; or 
for that matter, the natural gas indus- 
try, which had its beginning in the 
latter part of the nineteenth century. 
And these latter two industries have 
been subject to more detailed original 
cost requirements and have met them, 
notwithstanding the fact that large 
portions of their properties have life 
characteristics comparable to certain 
water supply facilities. 

After giving careful consideration 
to all the evidence of record, we con- 
clude that the second draft of our pro- 
posed regulations is essentia’ to us in 
the proper performance of sur regula- 
tory functions ; therefore, 

It is ordered: 

1. That the second draft of the Uni- 
form System of Accounts for Water 
Utilities, dated November 21, 1946, 
now before us in typewritten form, to 
be hereafter printed, be and the same 
is hereby approved. 

2. That said Uniform System of 
Accounts for Water Utilities, dated 
November 21, 1946, be and the same 
is hereby prescribed, to become effec- 
tive January 1, 1948, for all water 
utilities, now or hereafter subject to 
our jurisdiction, having annual op- 
erating revenues from water supply 
operations of more than $100,000. 

3. That Rule 1 of § 603 of our 
Water Regulations be and is hereby 
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revised, effective January 1, 1948, to 
read as follows: 


Rule 1. 


A. Each public utility having an- 
nual operating revenues of more than 
$100,000 shall keep its accounts in 
conformity with the Uniform System 
of Accounts for Water Utilities pre- 
scribed by the Commission effective 
January 1, 1948. And each such pub- 
lic utility shall reclassify its water 
plant accounts, establish and maintain 


Accounting systems. 


continuing property records for water 
plant, and account for retirements of 
water plant, in conformity with the 
provisions thereon contained in said 
Uniform System of Accounts. 

B. Each public utility having annual 
operating revenues of $100,000 or less 
shall keep its accounts in conformity 
with the Uniform Classification of Ac- 
counts for Water Companies pre- 
scribed by the Commission effective 
January 1, 1918. 
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Re J. D. Shaw, Doing Business As Shaw 
Gas Company 


Case No. 201 
December 16, 1947 


ETITION for increase in rates for liquefied petroleum gas com- 


pany; increase authorized. 


Depreciation, § 56 — Gas — Liquefied petroleum. 
1. A depreciation rate of 5.7 per cent was considered excessive to cover the 
loss of service life of the plant of a company distributing liquefied petroleum 
gas, and the depreciation rate was reduced to 34 per cent, p. 77. 


Valuation, § 49 — Rate base — Percentage addition for reproduction cost. 


2. An allowance equivalent to 5 per cent of original cost of gas plant in 
service was considered reasonable and proper in the consideration given to 
reproduction cost for the purpose of determining a rate base, p. 77. 


Valuation, § 309 — Materials and supplies — Gas utility. 


3. An allowance for materials and supplies as part of the rate base of a 
liquefied petroleum gas company was considered just and reasonable when 
representing the average monthly balances for this item for the preceding 


year, p. 77. 


Valuation, § 36 — Rate base — Original cost with adjustments. 
4. A rate base of a liquefied petroleum gas utility was fixed at original cost 
of plant in service, less accrued depreciation, with an allowance to represent 
the reproduction cost element and allowances for materials and supplies, 
working capital, and additions, p. 77. 
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Return, § 92—Gas utility. 


5. An annual rate of return of between 64 per cent and 7 per cent was held 
to be fair and reasonable for a utility selling liquefied petroleum gas, p. 77. 


By the Commission: A petition 
was filed on November 10, 1947, by 
J. D. Shaw, doing business as Shaw 
Gas Company, of Mountainair New 
Mexico, as required under § 43, Chap. 
84, Laws of 1941, for an increase in 
rates applicable to gas service being 
furnished to Applicant’s consumers in 
Mountainair, New Mexico. Notice of 
hearing was sent to all parties at in- 
terest, as required under Rule 27 of 
the Commission’s rules of practice and 
procedure, and in addition was pub- 
lished in the Mountainair Progressive, 
a weekly newspaper of general circu- 
lation in the county of Torrance, state 
of New Mexico. 

No petition or protest against the 
application herein was received by the 
Commission before or at the time of 
hearing held in room 29, State Capitol, 
Santa Fe, New Mexico, at 10 o’clock, 
A.M., on December 3, 1947. 

The Commission, for the purposes 
of this order, finds that: 

1. The Shaw Gas Company (here- 
inafter referred to as “Applicant’’) is 
engaged in the distribution and sale of 
liquefied petroleum gas for public con- 
sumption in the town of Mountainair, 
New Mexico, and, therefore, Appli- 
cant is a public utility within the mean- 
ing of the Public Utility Act; 

2. The rates and charges demanded, 
observed, charged, and collected by 
Applicant for liquefied petroleum gas, 
together with the rules, regulations, 
practices, and contracts affecting such 
rates and charges, are subject to the 
jurisdiction of this Commission under 
the Public Utility Act; 
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3. Applicant submitted testimony to 
the effect that net revenues for the nine 
months of 1947 ending September 30, 
1947, were inadequate to cover the 
cost of operation and provide a reason- 
able return on Applicant’s investment ; 

4. Applicant’s report for the first 
nine months of 1947 filed with the 
Commission, extended for the twelve 
months of 1947, shows total Operating 
Expenses of $13,947.96, Depreciation 
$433.20, and Taxes $240.24, making a 
total of $14,621.40. Estimated in- 
crease in cost of fuel for the months of 
October, November, and December, 
1947, amounts to $1,176, which is the 
result of an increase in the cost of gas 
of 2 cents per gallon for the three 
months’ period. This brings the total 
operating expenses up to $15,797.40, 
leaving net income of $885.84 above 
operating costs for 1947 ; 

5. The Gas Plant in Service was 
carried on Applicant’s books as of De- 
cember 31, 1946, at $16,020.19, which 
is approximately $102.70 per custom- 
er; 

6. Original cost and reclassification 
study made of Applicant’s property up 
to December 31, 1946, shows that the 
plant accounts were written up to the 
extent of $252.32 and that Applicant 
paid $2,640 in excess of the original 
cost of plant and property to predeces- 
sor owners, making a total of $2,- 
892.32 to be disposed of in keeping 
with orders of the Commission; after 
adjusting the plant and property ac- 
counts to take care of the excess above 
original cost and the write-ups since 
date of acquisition, the actual legiti- 
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mate original cost of the gas plant and 
property is $13,127.87 ; this brings the 
average investment down to $84.15 
per customer; the accounting adjust- 
ments necessary to bring the books of 
Applicant in line with the original cost 
and reclassification study of Appli- 
cant’s property are covered later in 
Commission’s order ; 

7. Depreciation accrued to Decem- 
ber 31, 1946, is stated in Applicant’s 
books at $1,732.46; adding to this 
amount the provision for depreciation 
for 1947 of $433.20 brings the accrued 
reserve for depreciation up to $2,- 
165.66, which is approximately 16.5 
per cent of the original cost of gas 
plant in service as of December 31, 
1947; 

[1] 8. The rate of depreciation for 
1946 is 5.7 per cent, which is consid- 
ered in excess of the amount required 
to cover the loss of service life of gas 
plant in service during that period. 
No adjustment is considered necessary 
in the amount of accrued depreciation 
through December 31, 1946, but the 
rate per cent of depreciation beginning 
January 1, 1947, and continuing there- 
after until ordered by the Commission, 
is reduced to 34 per cent, as this 
amount is considered adequate to cov- 
er the loss of service life until the char- 
acter of plant changes to justify modi- 
fying the rate per cent allowable; 

9. A proper and reasonable allow- 
ance for working capital in the rate 
base, for purposes of this order, is not 
more than $1,890.05 and an allow- 
ance of $100 for petty cash working 
funds ; 

[2-4] 10. An allowance of $656.40 
is considered reasonable and proper in 
the consideration given by the Com- 
mission to Reproduction Cost; 


SHAW 


11. An allowance of $562.56 for 
Materials and Supplies is considered 
just and reasonable for the purpose of 
this order, as this amount represents 
the average monthly balances for the 
year 1947 for these items; 

12. For the purpose of this order, a 
reasonable rate base for Applicant as 
an assembled whole and as a gas utility 
is not more than $14,171.22, as shown 
by the following tabulation: 

Original Cost of Gas Plant in Serv- 


ice $13,127.87 


Less: 
Accrued Reserve for Depreciation 
to December 31, 1947 


Total Investment in 
Plant in Service 


2,165.66 


** $10,962.21 


Add 
5% of $13,127.87 for Re- 
production Cost 
Materials and Supplies. . 
Working Capital — 
cluding $100.00 P 
Cash Allowance) 


Total Additions $3,209.01 


$14,171.22 


[5] 13. An annual rate of return of 
between 63 per cent and 7 per cent on 
$14,171.22 is a fair and reasonable al- 
lowance for Applicant ; 

14. Applicant’s estimated increase 
in expenses for 1948 of $4,630.56 is 
reasonable and should be allowed; this 
represents a 2} cent increase in the 
average cost of liquefied petroleum gas 
per gallon for 1948; 

15. For the purposes of this order, 
the amount of not more than $20,- 
427.96 is a fair and reasonable allow- 
ance for expenses for 1948, as shown 
by the following tabulation: 


Valuation for Rate Base.... 


Operating Expenses 
Depreciation 


$19,754.52 
433.20 


16. Applicant’s operating revenues 
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less deductions for proper operating 
revenue deductions in 1948 will ex- 
ceed 1947 revenues by at least $3,- 
744.72; 

17. The present rates and charges 
made, demanded, or received by the 
Applicant for and in connection with 
his distribution and sale of liquefied 
petroleum gas for public consumption 
are inadequate to meet the present cost 


of service and to allow a reasonable 
return on Applicant’s gas plant in serv- 
ice based upon anticipated operations 
costs during the test year 1947; 

18. The liquefied petroleum gas 
rates and charges of the Applicant sub- 
ject to the Commission’s jurisdiction 
should be increased by not less than 
$4,780.70, as hereinafter provided. 
[ Order omitted. ] 





KANSAS STATE CORPORATION COMMISSION 


Re Southwestern Bell Telephone Company 


Docket No. 34,333-U 
January 10, 1948 


PPLICATION for permission to increase telephone rates; dis- 


missed. 


Rates, § 70 — Powers of Commission — Legislative requirements. 
1, The Commission, in the performance of its legislative function of fixing 
rates, must observe and adhere to the directions prescribed by statute; its 
authority can extend no further, p. 80. 


Valuation, § 69.1 — Cost determination — Payments to affiliates. 
2. No charge for services rendered or for materials or commodities fur- 
nished by affiliated companies to an operating telephone company may be 
given consideration by the Commission in its determination of a reasonable 
rate or charge unless there is a showing as to the actual cost to the affiliated 
companies for such services, materials, and commodities, p. 80. 


Expenses, § 83 — Payments to affiliates — Proof in rate case. 
3. No charge for services rendered or for materials or commodities fur- 
nished by affiliated companies to an operating telephone company may be 
given consideration by the Commission in its determination of a reasonable 
rate or charge unless there is a showing as to the actual cost to the affiliated 
companies for such services, materials, and commodities, p. 80. 


Rates, § 187 — Application for increase — Failure of proof — Payments to af- 


filiate. 


4. An application by a telephone company for authority to increase rates 
must be dismissed when there is nothing in the evidence, taken in its most 
favorable light to the company, upon which the Commission can grant the 
application after eliminating evidence of claimed costs for services, materials, 
and supplies obtained from affiliates, as to which there is no proof of actual 


cost to the affiliates, p. 80. 
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RE SOUTHWESTERN BELL TELEPH. CO. 


By the Commission: Now on this 
10th day of January, 1948, the above- 
entitled matter comes on before the 
Commission for consideration of the 
motion by counsel for the State Corpo- 
ration Commission to dismiss the ap- 
plication herein “for the reason that all 
of the evidence adduced by the appli- 
cant, Southwestern Bell Telephone 
Company, in support thereof taken in 
a light most favorable to the applicant, 
wholly fails to establish that the appli- 
cant is entitled to the relief which it 
seeks.”” The Commission, having con- 
sidered the motion, the arguments of 
counsel for the Commission and for 
the applicant, and the record herein, 
finds : 

1. The’ American Telephone and 
Telegraph Company is a holding com- 
pany holding substantially all of the 
stock of the Western Electric Company 
and the Southwestern Bell Telephone 
Company. That the American Tele- 
phone and Telegraph Company, West- 
ern Electric Company and the South- 
western Bell Telephone Company are 
affiliated companies within the mean- 
ing of the applicable statutes. 

2. The evidence adduced by the ap- 
plicant in this case establishes beyond 
question that a substantial portion of 
the investment and plant of the appli- 
cant, Southwestern Bell Telephone 
Company, alleged to be used and useful 
in the public service, consists of charg- 
es made for materials and commodi- 
ties furnished and purchased from, and 
for services rendered by the Western 
Electric Company and by the American 
Telephone and Telegraph Company, 
both of which are corporations affiliat- 
ed with the applicant. 

3. The evidence also shows that a 
substantial portion of the operating ex- 


penses of the Southwestern Bell Tele- 
phone Company for the current year 
and for previous years and contemplat- 
ed expenses for the coming years are 
composed of charges made by the 
Western Electric Company and by the 
American Telephone and Telegraph 
Company to the Southwestern Bell 
Telephone Company for services’ ren- 
dered or to be rendered, and for ma- 
terials and commodities furnished and 
sold or to be furnished or sold to the 
Southwestern Bell Telephone Com- 
pany by the above-named affiliated 
companies. 

4. There has been no showing in 
the evidence adduced by the applicant, 
Southwestern Bell Telephone Com- 
pany, as to the actual cost to the West- 
ern Electric Company and to the 
American Telephone and Telegraph 
Company respectively of such services, 
materials, and commodities, nor is 
there an itemized statement furnished © 
by the applicant setting out in detail 
the various items, cost for services 
rendered and material or commodity 
furnished by the holding or affiliated 
companies, or either of them. 

5. The evidence is of such a nature 
that while it is possible for the Com- 
mission to determine that the charges 
described in findings of fact numbered 
2 and 3 are substantial, it is impossible 
for the Commission to determine the 
exact or approximate total amount of 
the charges described in either of said 
findings. 

6. That under the evidence it is im- 
possible to determine the amount of 
net revenues which the company is 
receiving, for the reason, among oth- 
ers, that they are affected by the de- 
preciation currently taken, which de- 
preciation must be tested against the 
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company’s investment. Under the evi- 
dence as affected by the statute it is 
impossible to determine the company’s 
investment. 

The Commission makes the follow- 
ing conclusions of law: 

[1] (1) The State Corporation 
Commission of the state of Kansas 
is Ad creature of the legislature. 
Among its powers and duties is the 
performance of the legislative function 
of fixing rates and charges to be made 
by a public utility. It must observe 
and adhere to the directions pertaining 
to this legislative function that have 
been prescribed by statute. Its au- 
thority can extend no further. 

[2,3] (2) Under the provisions of 
§ 3 of Chap 239 of the 1931 Session 
Laws of Kansas no charge for services 
rendered or for materials or commodi- 
ties furnished by the above-named af- 
filiated companies to the Southwestern 
Bell ~~. .s0ne Company may be given 
consideration by the Commission in 
its determination of a reasonable rate 
or charge to be made by Southwestern 
Bell Telephone Company to its rate- 
payers unless there be a showing made 


by the Southwestern Bell Telephone 
Company as to the actual cost to the 
Western Electric Company and to the 
American Telephone and Telegraph 
Company, respectively, for such serv- 
ices, materials and commodities. 

[4] (3) When all that part of the 
evidence offered by applicant which 
cannot be considered by the Commis- 
sion by reason of the provisions of the 
statute is eliminated from the entire 
evidence offered, there remains noth- 
ing in the evidence taken in its most 
favorable light to the applicant upon 
which the Commission can grant to the 
applicant the relief prayed for. 

(4) That the motion hereinabove 
mentioned should be sustained and the 
application of Southwestern Bell Tele- 
phone Company dismissed. 

It is, therefore, by the Commission 
considered and ordered: That the mo- 
tion of counsel for the State Corpora- 
tion Commission be, and the same is, 
hereby sustained and the application 
of Southwestern Bell Telephone Com- 
pany, a corporation, be, and it is here- 
by dismissed. 

By the Commission it is so ordered. 
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Industrial Progress 


A digest of information on new construction by pri- 

vately managed utilities; similar information relating 

to government owned utilities; news concerning prod- 

ucts, supplies and services offered by menrenion: 
also notices of changes in personnel. 


Vepco to Spend $27,378,000 
For Improvements 


HE VIRGINIA ELECTRIC AND Power Com- 

PANY will spend $27,378,000 during the 
current year for expansion and improvements 
throughout its system, as part of a $100,000,- 
000 construction program begun last year and 
projected into 1951, according to Jack G, Hokz- 
claw, president. 

A major item in the 1948 construction pro- 
gram, Mr. Holtzclaw said, is a $7,140,000 ad- 
ditional expenditure on the new 60,000-kilowatt 
Possum Point power station, now well under 
way on the Potomac river near Quantico and 
scheduled for completion late this fall. 

The program also includes $2,290,000 for 
new services and short line extensions ; $2,360,- 
000 for construction of lines to serve the rural 
areas; $1,055,400 for distribution and trans- 
mission improvements and replacements ; -$2,- 
521,500 for meters and line transformers; 
$605,000 for the erection of a new service 
building for the Alexandria-Arlington area, 
and $23,000 for miscellaneous general equip- 
ment and building improvements throughout 
the system, 

In the gas departments in Norfolk and New- 
port News, $346,100 will be spent on new serv- 
ices, improvements, and extensions, and $70,800 
for meter equipment. It is estimated that the 
facilities made possible by this construction 
will provide service for approximately 30,000 
additional customers during the current year. 


AGA Steel Committee to Report 
On Industry’s Needs 
A Gas Utility Steel Requirements Committee 
has been organized by the American Gas 
Association to make a survey of the steel needs 
of the gas industry in connection with a pro- 
gram of voluntary allocation now being con- 
sidered by the steel industry under Public 
Law 395. 

Alexander Macomber, director, Portland 
Gas Light Company, Boston, Massachusetts, 
who served as director of the Manufactured 
Gas Division of the Office of War Utilities 
during the war, has been appointed chairman 
of the committee by Hudson W. Reed, presi- 
dent of the American Gas Association. Other 
members are Eskil I. Bjork, vice president, 
The Peoples Gas Light and Coke Company, 
Chicago; D. A. Hulcy, president, Lone Star 
Gas Company, Dallas; and H. N. Mallon, 
president, Dresser Industries, Inc., Cleveland. 

Purpose of the A.G.A. steel committee is to 
assemble data on all steel requirements of the 
gas industry, except natural gas transmission 


and gathering lines. A separate committee ap- 
pointed by the National Petroleum Council 
will gather statistics on the requirements of 
the petroleum industry. As part of this study, 
a sub-committee headed by N. C. McGowen, 
president, United Gas Pipe Line Company, 
Shreveport, is collecting information on nat- 
ural gas transmission and gathering lines. 

The entire steel requirements of the gas 
utility industry as assembled by the two com- 
mittees will be collated and coordinated by the 
Gas and Oil Division of the Department of the 
Interior and presented to the Steel Advisory 
Committee organized under the Department of 
Commerce. 


Building Wire Manual Issued 


A= 48-page booklet on building wire, 
“Hazard Building Wires,” has been is- 
sued by the Hazard Insulated Wire Works 
Division of The Okonite Company. Fully il- 





With or Without 
Nut Retainers 


This Sherman Con- 
nector assures tight, 
permanen t. 
dependable wire 
connections, without 
excessive wrench 
torque, because 
threads on both 
body and nut are 
machine cut, and 
checked with preci- 
sion gauges to mate 
perfectly. 

H. B. SHERMAN MFG. CO. 

Battle Creek, Mich. 
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MAXIMUM CONTACT 
provided by V-groove. 
Conductors protected by 
bevelled slot. 


PRECISION MADE, 
with rigid inspection. 
Smooth accurate threads 
assure maximum pressure 
— permanently main- 
tained. 


For taps, dead-ends, par- 
allel connections, etc., in 
any location. Can be fur- 
nished in bronze or alumi- 
num. Re-usable over and 
over. 


PENN-UNION ELECTRIC CORP. 
ERIE, PA. Sold by Leading Wholesalers 


The COMPLETE Line of 
Conductor Fittings. 


PENN-UNION 


COR DH Toe ee oe 








lustrated, this manual contains complete engi- 
neering information on the many types of wire 
and cable required by the building industry. 
Copies of the manual, known as Bulletin 
H-408, may be obtained from the manv- 


‘facturer, Wilkes-Barre, Pennsylvania. 


$49,315,000 Program Proposed 
By Indiana & Michigan Elec. 


HE INDIANA AND MICHIGAN ELectric Co. 
plans to spend $49,315,000 during the next 
four years to meet added demands of its cus- 
tomers, according to H. D. Anderson, vice 
president. Construction expenditures for 1948- 
49 are expected to total $24,017,000 
Largest item for the next two years is a 
12,084,000 generating unit to be known as 
Twin Branch, near Mishawaka. A substation 
near Ft. Wayne will cost $243,000 and a trans- 
mission line connecting it and Twin Branch 
will cost an estimated $1,600,000 


Southwestern Gas & Elec. 
Expands Facilities 


nes Gas & Exectric CoMPANY is 
planning to spend $10,300,000 for additions 
during the period November 1, 1947 through 
January 31, 1949. Of this amount, about $3,- 
500,000 will be spent in connection with the 
construction of two additional generating 
units; $3,200,000 for transmission lines and 
substations ; and $3,600,000 for distribution 
facilities and general equipment. 

Orders have been placed for an additional 
25,000 kilowatt unit in the initial building at 
the new plant at Mooringsport, Louisiana, at 
a cost of about $2,300,000. Construction of an- 
other generating plant at a location eight miles 
southeast of Longview, Texas, with an initial 
installed capacity of 30,000 kilowatts is also 
planned, at an estimated cost of $4,700,000 


Buffalo Niagara to Build Plant 


4 a BuFFALO NIAGARA ELECTRIC CORPORA- 
TION announced recently that it has started 
construction of a $17,000,000 steam electric 
plant at Dunkirk, New York. The plant, 
scheduled to be completed by December, 1950, 
will have a capacity of 80,000 kilowatts. 


A-C Bulletin 


Pep: Ainge sa improved line of distribu- 
tion transformers, 100 kva and below— 
15,000 volts and below, are described in a new 
12-page bulletin released by the company. 

Reduced in size and in weight, but with 
the same electrical characteristics, the trans- 
formers incorporate the latest developments i in 
the electrical field as well as the latest advance- 
ments in metal fabrication and welding, the 
bulletin points out. Twelve reasons for 
superior service offered by these.transformers, 
including a Spra-Bonderized tank surface, are 
given. 

Mechanical data for E.E.I.-NEMA stand- 
ard distribution transformers 100 kva and be- 


Mention the FortnicHtty—It identifies your inquiry 








Forty- 
gate ' 
devel 
of 471 
presst 
square 


SPEC 
CA 





This 





March 25, 1948 Public Utilities Fortnightly 


VALVES 


Forty-two inch ring follower 
gate valve for hydro-electric 
development with rated head 
of 470 feet. Shop tested to 
pressure of 500 pounds per 
square inch. 


LARGE VALVES 
TO MEET YOUR 
SPECIFIC REQUIREMENTS 
CASTINGS-—FORGINGS 


Newport News Shipbuilding 
and Dry Dock Company 
Newport News, Virginia 
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low, 15,000 volts and below, single phase, 60 
cycle, 55 degrees C rise, is included in the bulle- 
tin, 

Copies of “Allis-Chalmers Distribution 
Transformers,” Bulletin 61B6159A; are avail- 
able upon request from Allis-Chalmers Mfg. 
Co., Milwaukee 1, Wis. 


Laclede Gas Light Adding 
To Facilities 

A TOTAL of $3,000,000 will be spent during 

1949 and 1950 by the Laciede Gas Light 
Company in converting its customers’ appli- 
ances to the use of straight natural gas. In 
addition, capital expenditures of approxi- 
mately $12,500,000 will be required over the 
next five years, mostly for additions to its 
gas distribution system, according to a recent 
announcement. 


New Protective Coating 


M™ wood, leather, and fabric surfaces 
can now be protected from corrosion and 
deterioration by a new transparent liquid 
“skin” which is being introduced to the indus- 
trial world for the first time, according to an 
announcement by its manufacturer, State 
Chemical Corporation, 1265 Broadway, New 
York 1, New York. 

Called Permacote, the new versatile protec- 
tive coating was designed for use on surfaces 
which require protection from moisture, acids, 
alkalis, alcohol, dyes, dirt, dust, etc. 


Robins Conveyors Issues Bulletin 
On Idlers 


V ITAL information necessary for laying out 
a belt conveyor system is contained in a 
new bulletin on Robins Idlers which has been 
issued by the Robins Conveyors Division, 
Hewitt-Robins, Inc., of Passaic, New Jersey. 

The new bulletin, No. .120-A1, amplifies the 
previous issue, incorporating important 
changes in engineering details. It also points 
out features of the Robins Idlers, such as one- 
shot lubrication, triple grease seal, rigid truss 
construction, malleable iron brackets, channel 
bases, minimum clearance between pulleys, and 
uniform wall thickness of pulleys. 

Copies are available on request. 


The New Zallea Universal 
Expansion Joints 


Yl Forever BrotHers & JOHNSON, 888 Locust 
street, Wilmington 99, Delaware, have an- 
nounced production of a new line of universal 
expansion joints especially designed for use 
in power plants, refineries, and chemical proc- 
ess plants. 

Zallea universal expansion joints are spe- 
cifically designed to fit the requirements of 
each individual application and can be designed 
for all temperatures and pressures. Complete 
information can be obtained from Zalled-cata- 
log 47, a copy of which may be obtained by 
requesting it on company letterhead. 








Personnel Directors! 


A new and rapid technique for urinalysis is now being recommended 


by leading Life Insurance Companies to their Medical Examiners. Both 


albumin and sugar tests can be made on only one 5-drop sample. No 


liquids, no heating. 


This procedure is so accurate and timesaving that your medical 


department should have full information. 


Ideal for use in physical examinations of personnel. 


Sk’ D US THE NAME AND ADDRESS OF MEMBERS OF YOUR MEDICAL STAFF 


Cargille Scientific Inc. 


MAR. 25, 1948 


INTERESTED IN URINALYSIS AND WE WILL SEND FULL INFORMATION. 


118 Liberty Stree 
New York 6, N 
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our customers’ bills 
ay point the way! 





KN ANALYSIS of your customers’ most Send for FREE booklet 
recent bills may disclose certain im- ° 
portant trends... Get the facts about this accurate and economical, 


... trends that will point the way to you analyses method of your customers’ usage data. 


or planning rate and promotional pro- Write to us today for “The One-Step Method 
oa of Bill Analysis.” You will be glad you did! 
Made regularly 
Many utilities all over the country regu- This Bill Frequency Analyzer automatically classifies 
tly have such analyses made. and adds in 300 registers—in one step! 


But these analyses are not turned out Y 
in utilities’ offices—they are done on the 
pecial public utilities machines of the 
Recording and Statistical Corporation. 
nd for very good reasons: 

Executives of utilities are finding that 
hey can get accurate and helpful] data in 
ne-half the usual time—and at one-half 
ihe usual cost! 

These tabulations are made on specially 
esigned electro-mechanical equipment. 
As many as 200,000 bills can be analyzed 
ach day by our trained personnel. 


The cost to you is only a small fraction 
fa cent per item! 


RECORDING AND STATISTICAL CORPORATION 


102 MAIDEN LANE, NEW YORK 5, N. Y. 
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CAN YOU BENEFIT 
FROM THESE SPECIALIZED 


Public Utility 


BANKING SERVICES? 


Y “SPECIALIZED” banking services we 

mean simply this. Irving Trust has a separ- 
ate Public Utilities Department. It is staffed with 
men whose practical experience qualifies them for 
service to the utility industry. 

The sole function of this department is to help 
utilities with their particular financial problems 
and assist them in formulating their programs. 

Through this Department, of course, you have 
the benefit of the advice and counsel of the bank’s 
experienced officers—and, needless to say, access 
to all the deposit, loam and corporate agency 
facilities of a large commercial bank. 


MR. TOM P. WALKER 


is our Vice President in charge of this Department. 
Prominent in the top management of utility com- 
panies for over thirty years, he is thoroughly familiar 
with all phases of the industry. 





NEW YORK 


Capital Funds over $114,000,000 
Total Resources over $1,100,000,000 
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MODERN STEAM GENERATORS 





HIS new Springfield unit is a typical example of the mod- 
a on economical designs Springfield is building for generat- 
ing plant service in locations extending throughout the country. 
Springfield’s engineering experience covers a complete range of 
capacities, pressures, and temperatures. This particular unit is 
designed to produce 40,000 lbs. of steam per hour at 425 p.s.i. 
and 750°F. steam temperature at superheater outlet. The heat- 
ing surfaces in boiler, waterwalls, superheater, and economizer 
are proportioned to maintain highest possible efficiency over a 
wide load range with natural gas firing. 

Springfield service includes design, fabrication and erection 
of units complete with firing, draft, and control equipment— 
all taken under a “Single Responsibility” contract. For infor- 
mation, see your nearest Springfield representative or write: 
SPRINGFIELD BOILER CO., 1960 E. Capitol Ave., Spring- 
field, Illinois. 






WORLDWIDE 
SALES AND SERVICE 


NEW YORK © PHILADELPHIA 
CHICAGO ¢ SAN FRANCISCO 
WASHINGTON, D.C. © DETROIT 
ST. LOUIS e@ CINCINNATI 
SALEM, MASS. @ HOUSTON 
MEXICO, D.F. © BUENOS AIRES 










SPRINGFIELD BOILER CO. 


1960 E. Capitol Ave. 





Springfield, Ilinois 
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WHO ALMOST SLEPT TOO LONG 


For months, T. M. Stanton* had 
been uneasy about the future of the 
national economy. But he hadn’t 
been doing anything about it. That’s 
why he was having a nightmare... 

“T. M., old boy,” one spectre was 
saying, “how would you like a nice 
black depression to come along and 
swallow up your whole company?” 
And a green-eyed ogre leered, “‘while 
you’re neglecting your free-enter- 
prise system, we’re moving in with 
another system!’ 

“No!” thundered Stanton, awak- 
ening himself. “Gad, what a dream! 
H-m-m—wonder what I should be 
doing...” 


Here’s Something, Mr. President, 
You Ought to Do Right Away! 
Check up on the status, in your com- 

any, of the Payroll Savings Plan 
or the regular purchase of U. S. 
Savings Bonds. The Plan benefits 
employees—business—and the na- 
tion: It builds financial security for 


each participant. The Bonds pay 
$4 at maturity for every $3 invested. 
19,000 companies operating the Plan 
have found that it makes employees 
more contented — cuts absenteeism — 
even reduces accidents! The Plan 
helps to spread the national debt and 
thus helps secure your business fu- 
ture. How this works is described in 
the free brochure shown below. 


Why Executive Backing Is Vital 


War-time emotional appeals are 
gone. The success of the Plan in your 
company is liable te dwindle unless 
a responsible executive keeps promot- 
ing tw. For the good of our common 
future, make sure that ‘‘Payroll 
Savings” is vigorously maintained! 
The State Director will gladly help. 


Be sure to read what two 
business leaders say in this 
brochure! Copies are available 
free trom the Treasury Depart- 
ment’s State Director, Savings 
Bonds Division. 


*This one is fictitious—but it might be any corporation president. 


The Treasury Department acknowledges with appreciation the publicat 


of this ge by 
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This is an official U. S. Treasury advertisement prepared under the auspices 
of the Treasury Department and the Advertising Council 
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CRESCENT | 
IMPERVEX TRENCHWIRE 


Gor Underground Use 


CRESCENT IMPERVEX TRENCHWIRE provides the LOWEST COST, 
PERMANENT underground installation for services from power line to meter, 
for connecting several buildings from the same service, as on FARMS, 
ESTATES and INSTITUTIONS and for STREET, AIRPORT, BALL PARK 
and other outdoor lighting and power circuits. 





CONSTRUCTION—The single copper conductor is insulated with IMPERVEX 
special moisture and heat-resisting rubber insulation. A tough NEOPRENE 
armor sheath is vulcanized over the insulation, protecting it from injury dur- 
ing and after installation. The cable is flame-retarding and practically UN- 
AFFECTED by water, oil, acid, alkali, sunlight and exposure to the earth or 
weather ;—nothing to rot, rust or corrode. 


EASY INSTALLATION—Two or more IMPERVEX TRENCHWIRES are 
laid together in a narrow trench to form the cable with no additional protec- 
tion normally required. 


APPROVED—Carries Underwriters’ Laboratories’ Labels as TYPE USE— 
Underground Service Entrance Cable, and conforms to the National Electrical 
Code. 


PROVEN—tTens of millions of feet of CRESCENT IMPERVEX TRENCH- 
WIRE have been installed over the-last seven years under all types of 
installation conditions, with not one case of failure reported—a unique record 


of dependability! 

AVAILABLE FROM STOCK—Electrical wholesalers have ORESCENT IM- 
PERVEX TRENCHWIRE in sizes No. 12 to No. 4 AWG in stock. Larger sizes 
available from warehouse stocks or the factory. 


BULLETIN NO. 451 giving technical information on selection of proper size 
of conductor, etc. will be furnished on request. 


CRESCENT <¢ 
WIRE and CABLE 


CRESCENT INSULATED WIRE & CABLE CO. 
TRENTON, N. J. 
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| NOW AVAILABLE! | 
| LIMITED EDITION! PROCEEDINGS 


1947 CONVENTION 


NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 





Tuis important edition contains valuable ma- 
terial on the subject of regulation of rates and 
service of public utilities and transportation 
companies including the following: 


Review of Current Telephone Rate Cases — An Analysis of the Capital Structure 
of Electric Utilities — Carload Traffic Studies — Progress in Regulation of Public. 
Utilities — Corporate Finance — Warehouse Regulation — Motor Carrier Revenue 
and Rates — Rates of Public Utilities — Telephone Studies — Legislation 


- These and others $8.50 


COMMITTEE REPORTS AND ADDRESSES SEPARATELY PRINTED AND OTHER 
PUBLICATIONS OF THE NATIONAL ASSOCIATION OF 
RAILROAD AND UTILITIES COMMISSIONERS 





Telephone Separation Manual: 
This manual is the result of studies of the NARUC and FCC Joint Committee and develops 
a system of procedures providing for allocating telephone operating expenses and invest- 
ment ®mong exchange, state toll, and interstate toll service on both the board-to-board and 
station-to-station bases of rate making. (This manual is not included in the volume of 
Proceedings above referred to) ...............eeeeeeees Ayaan dick ip $4 oti catiesnaemee $2.00 
Rates of Public Utilities (1947 Committee Report) 


Depreciation: 
(1946) Methods of Pricing Retirements from Group Property Accounts 
1944 Report of the Committee on Depreciation (Supplement to 1943 Report) 
1943 Report of the Committee on Depreciation (277 pages) 





Interpretations of Uniform System of Accounts for Electric Utilities ............. 1.50 . 
Interpretations of Uniform System of Accounts for Gas Utilities 
Interpretations of Uniform System of Accounts for Water Utilities 


(Where remittance accompanies order we pay forwarding charges) 





NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 


7413 NEW POST OFFICE BLDG. WASHINGTON 25, D. C. 
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Typical of Grinnell’s advanced pipe 
fabrication facilities is this forming 
process for outlets in headers which 
simplifies erection of piping on the 
job by eliminating difficult intersec- 
tion type welds. They are made pos- 
sible by this company’s 95 years of 
piping experience and continuous lab- 
oratory research and experimentation. 


at r 
att welds are 


invorvee 


Whenever piping is involved—Grin- 
nell has the specialized knowledge, 
field engineering experience and the 
—- facilities to handle the job 
rom first plan to actual operation. 
From this one source you can get 
everything from a tiny tube fitting 
to a complete power or process piping 
installation. 





GRINNELL COMPANY, INC. Executive 
Offices, Providence 1, R. I. Branch warehouses 
in principal cities. Manufacturing Plants: 
Providence, R. I.; Cranston, R. I.; Atlanta, Ga.; 
Warren, Ohio; Columbia, Pa. 


GRIGGPELL. 


WHENEVER PIPING s NV VEO 
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PROFESSIONAL DIRECTORY 


© This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in-all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, design, and contruction. > » » 





Tae American Apprarsat Company 
ORIGINAL COST STUDIES « VALUATIONS « REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 











DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


PACKARD BUILDING 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 


$2 ford, Bacon & Davis 


58D 
VALUATIONS Engineers CONSTRUCTION 


REPORTS 
NEW YORK © PHILADELPHIA @ CHICAGO @ LOS ANGELES 














GILBERT ASSOCIATES, Inc. 





ENGINEERS SPECIALISTS 
Steam, Electric, Gas, Hydro, POWER ENGINEERING SINCE 1906 purchasing and Expediting, 
Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 
Operating Betterments, Personnel Relations, 
Inspections and Surveys, Reading e Philadelphia Original Cost Accounting, 


Feed Water Treatment. Washington ¢ New York Accident Prevention, 











FREDERIC R. HARRIS, INC. 

FREDERIC R. HARRIS ENGINEERING CORPORATION 
FREDERIC R. HARRIS FREDERICK H. DECHANT 
ENGINEERS 
Reports Designs Management 


NEW YORK 
Atlanta Knoxville Philadelphia San Francisco 
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PROFESSIONAL DIRECTORY (continued) 








HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 
1384 HOLLY AVENUE * COLUMBUS, OHIO 











4 ee r , f? i 
She Hu lj ian . loyvoraiiox 
i . at aOR 
co : i CONSTRUCTORS 


New York 6 Vashington § 





WILLIAM 8S. LEFFLER 
Engineers Associated 
Management Consultants 
Cost Analyses for Rate Revisions Regulatory and Municipal Problems 
Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 








LOEB AND EAMES 


Public Utility Engineers and Operators 
Ice and Refrigeration 
Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 








N. A. LOUGEE & COMPANY 


(SUCCESSORS TO J. H. MANNING & COMPANY) 


REPORTS — APPRAISALS — DEPRECIATION STUDIES 
RATE CASES — BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 








CHAS. T. MAIN, INC. 
Power Surveys—Investigations—V aluations—Reports 
Steam, Hydro Electric and Diesel Plants 
Boston 10, Mass. Washington, D. C. 











(Professional Directory Continued on Next Page) 
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Pioneer Service & Engineering Co. 


CONSULTING, DESIGNING AND | SPECIALISTS IN 
OPERATING ENGINEERS | ACCOUNTING, FINANCING, RATES, 
PURCHASING ee 47) INSURANCE AND DEPRECIATION 


231 SOUTH LA SALLE STREET \S CHICAGO 4, ILLINOIS 











Complete Services for GAS and ELECTRIC Unites 


DESIGNING * ENGINEERING « CONSTRUCTION 
PIPING * EQUIPMENT ¢ SURVEYS ¢ PLANS 


Additions or Installations 
profitable operation 


etc for details 





SANDERSON & PORTER 
hee yoned 


CONSTRUCTORS 











Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 3, Ill. 











E. A. STEINBERGER 


Consulting Valuation Accountant and Engineer 


Depreciation Studies, Original Cost Accounting, 
Valuations and Unitizetion < of Gas Properties. 


Member 
The National Society of Professional Engineers and The Technital Valuation Society, Inc. 
1309 Liberty Baak Building Dalles 1, Texas 








The J. G. WHITE ENGINEERING CORPORATION 
Design—Construction—Re ports—Appraisals 


Consulting Engineering 
80 BROAD STREET NEW YORK 4, N. Y. 
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ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 
Consulting Engineers 


anne. Sewage and Industrial Waste Problems 
rfields, Refuse Incinerators, =" Buildings 
Acie’ Planning, Reports, Valuations, Laboratory 


1528 WALNUT STREET PHILADELPHIA a 


LUCAS & LUICK 


ENGINEERS 
DESIGN CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSatie St., CHicaco 











BLACK & VEATCH 
CONSULTING ENGINEERS 
Appraisals, investigations and _ re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 


ROBERT T. REGESTER 


Consulting Engineer 


Hyprau.Lic Structures — UTILities 
FLoop Contro: — Water Works 


Baltimore Life Bldg. Baltimore 1, Md. 











EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 


A. S. SCHULMAN ELgctric Co. 
Contractors 
TRANSMISSION LINES—UNDERGROUND DIsTRI- 
BUTION — PoweER STATION — INDUSTRIAL — 
CoMMERCIAL INSTALLATIONS 


537 SouTH DEARBORN Sr. Cricaco 











W. C. GILMAN & COMPANY 
ENGINEERS, 


and 
FINANCIAL CONSULTANTS 


55 Liberty Street New York 


SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 


CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 











Francis S. HABERLY 
CONSULTING ENGINEER 
Valuation — Depreciation — Service Life 
Studies — Construction Cost Indexes — 
Reports 


122 SoutH MICHIGAN AVENUE, CHICAGO 


MANFRED K. TOEPPEN 
ENGINEER 


CoNSULTATION—INVESTIGATION—REPORTS 
MARKET AND MANAGEMENT SURVEYS 
VALUATION, DEPRECIATION AND RATE 


MATTERS 
639 South Spring Street, Los Angeles 14, Calif. 


261 Eroadway, New York 7, WN. Y. 








JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 


DESIGN AND SUPERVISION OF CONSTRUCTION 
REPORTS—EXAMINATIONS—APPRAISALS 
MACHINE DESIGN—TECHNICAL PUBLICATIONS 


BOSTON NEW YORK 


WESTCOTT & MAPES, inc 


ARCHITECTS & ENGINEERS 


INVESTIGATIONS ¢ REPORTS 
DESIGN @¢ SUPERVISION 
New Haven, Connecticut 











JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 
Appraisals - Saveusigetions - Reports 
in connection with 


rate inquiries, ion, fixed capital 
reclassification, cost, security issues. 








Representation in this Professional Directory 
may be obtained at very reasonable rates. 
Kindly address inquiries to: 


ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
309 Munsey Building 
Washington 4, D. C. 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 


A 


A & Friel, Inc., Engineers 
pe A Appraisal 1 Company, The 


*Babcock & Wilcox Company, The 
Barber Gas ay 4 Company, The .. 


*Barber-Greene Company 
Biack & Veatch, Consulting Enginee 
*Blaw-Knox Division of Blaw-Knox Company 


— Scientific, Inc. 
Cc Earl L., Consulti 
Cleveland Trencher Co., 
n Engineering ‘Sempeny. Inc. 


Crescent Insulated Wire & Cable Co., Inc 


y & Zimmermann, Inc., Engi 
5 Division of Chrysler Corp. 


Ebasco Services, Incorporated 
Electric Serege Battery Compa agg 
Electrical Testing Laboratories, Inc. 


*Farm yy <4 Associates, Inc. 
Ford, Bacon & Davis, Inc., Engineers 
*Ford Motor Company 


General Electric Compa 
dl Truck and cou 
s, Inc., Eng 
nea ¥ c., & be - er Engineers 
Grinnell | 


Haberly, Francis S., ag « 
Harris, Frederic R.. | Engineers 
Hoosier Engineering Company 


International Business Machines Corporation 
international Harvester Company, Inc. ........ 
Irving Trust Company 
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*Fortnightly advertisers not in this issue. 


J 


Jackson & Moreland, Engineers 
Jensen, Bowen & Farrell, E 


Kinnear an ty | Company, The 
Kuljian Corporation, The, Engineers 


Lefer, William S., ey ~ 
Legge. Walter G., Co., 
Loeb and ay ee ; ‘Enaiers| 
Lougee om 
Lucas sh teiek ° Gagineers 


Main, Chas. T., Inc., Engineers 
Mercoid Corporati The 


National Association of Railroads & Utilities 
a ssioners 


lewport News Shipbuilding & Dry Dock Co. 
Norwalk Valve jm ane + ra 


* 


ae Electric Corpora 


Recording & Statistical Corp. .............+00.- 
Regester, Robert T., Consulting Engineer +o 
Remi Rand, Inc. ooes 
Rust-Oleum Corporation 


Sanderson & Porter, ~~ eg 

Sargent & Lundy, Eng 

Seeman, A. S., cleric Co., Contractors . 
moda > H. B., "Mfg. Co. 

Sloan, Cook & Lowe. Consulting Engineers . 
Sromsin. a. 


T 


Toeppen, Manfred K., Engineer 


wemeett & 
White, $e 
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MERCOID AUTOMATIC CONTROLS HAVE 
WHAT EXPERIENCED ENGINEERS WANT 


. ASSURE POSITIVE SAFETY—the prime purpose of a control. 

. BUILT FOR YEARS OF DEPENDABLE PERFORMANCE—an economical feature. * 

. SIMPLIFIED FOR EASE OF INSTALLATION—appreciated by the trade. 

. CONVENIENT FACILITIES FOR MAKING UNDERSTANDABLE ADJUST- 
MENTS - no time /ost in calculating or guesswork. ‘ 

. THE ONLY 100% MERCURY SWITCH EQUIPPED CONTROL LINE—al/ “makes” *‘ 
and ‘‘breaks” in the electrical circuit are hermetically sealed, therefore immune to dust, . 
dirt corrosion, open arcing, pitting, or sticking of contacts—common causes of contact 
trouble. Mercoid switches provide an electrical contact that will give millions of perfect 
operations over a long period of time. 


If you have a control problem involving the automatic 
control of pressure, temperature, liquid level, mechan- 
ical operations, etc., it will pay you to consult 
Mercoid's engineering staff—always at your service. 


Catalog sent upon request 


THE MERCOID CORPORATION, 4201 BELMONT AVENUE, CHICAGO 41, ILLINOIS 
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